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ABSTRACT 

Reported are 1973 conference proceedings of the 
National Association of coordinators of State Prograns for the 
Hentally Retarded (HR) * which address the econoaics of service 
delivery to aentally handicapped children and adults. Conference 
speakers included a state legislator* a state budget official* an 
econoBist* and state and local officials. They discussed a 
legislator's and a state official's views of the iapact of new 
budgeting techniques on the delivery of HR services; aeasursaent of 
costs and benefits of HR services; prograa budgeting in a 
Bultiservice center for the handicapped; cost accounting within a 
public residential facility for the hR* and assessaent of costs and 
benefits of alternative services for the HR speakers. Reactions to 
the presentations stressed the need for better infornation on which 
to base prograa decisions and the importance of relating data systeas 
and cost accounting to iBproved client service. (LH) 
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PREFACE 



Program Budgeting and the Mentally Retarded is ^ha 
fint in a {Manned wsttBB of spectd reports on cutting edge issues 
affecting the delivery of services to handicapp^ children and 
iiduits. We are calling this serttrs the ''Perspective Series'' because 
we intend to address issues and trends which critically affect 
current and future service patterns. 

This initial volume is bas^ on a one-d^^ symposium 
which was held at the Eleventh Annual Meeting ^ '^6 Nation^ 
A^octation of Coordinators of State Programs foi * t Mentally 
Retarded in Atlmta, Georgia, May 28, 1973. 

The purpose of this symposium was armtyze the 
impact of new iMidgetary techniques on the delivery of services 
to the mentally retarded. The topic was explored from a variety 
of vantage poinu in order to fully examine the imie% involved. 
The speakers induded a state legislator, a top stale budget official, 
an economist who had recently omipleted a three year study of 
the economii^ of mental retardation and several state and local 
MR officials who have been invirfved in developing and testing 
various cost accounting and pro-am budgeting systems. 

We would like to thank tlw program speakers for not 
only participating in the symposium but also for taking the time 
and effort to review their oral presentdtiom. Without their fiSsis- 
tance, this publication would not hava bean possible. 

We hope that the readers will gain from this document 
a sense of the important issues involved and the need for more 
sophisticated program budgeting techniques in services for the 
mentally retarded and other developnrantally disabled persons. 



THE IfMPACT OF NEW BUDGHING TECHNIQUES ON 
THE DEUVERY OF MENTAL RnARDATION SERVICE: 



A View from the legiskiture 

The lioHitrablv iiary R, Marbut 

Mr Chairman, distinguished ladi^ and grntiemen. I bring you greetings from 
tht» lireal Nlatf ol Montana, and from the (Jovernor of that state, the Honorable 
Thomas L Judge, a man who is dedicated to the alleviation of the subnormal 
conditions under which most menially retarded people live. 

When I was first asked to address you today, as a part of this enlightened and 
futuristic program. 1 wondered what I would say, and why I had been selected In 
jHirsuit of an answer. I phon^ m> friend Don McNeil, the Chancellor of the 
Tniversity of Maine Don offered to solve my problem by ending me a copy of a 
.speech he made recently in Denver, Colorado, Chancellor McNeil said, always 
view with trepidation the need to speak to people who know more about a subject 
than I. but then as Chancellor of the University of Maine I do this all the time, so 
there is really nothing unusual atiout talking to people better informed than I/' 
H«*t ltn f ing on t \m> i rmark.s of the < *hancellor . my thoughts turned to the question - - 
« !i> rn**** \Vh> shtnild I \n.* slandia)4 here before you? 

Paraphrasing the immortal w{»rds of Elizabeth Barrett Browning, ^Why do I 
care. Jel me i oun! ihe ways ' Le: me say :hat I know each of you is a professional 
m your own right You have had years of experience, and I certainly do not intend 
to in.ilvh v\\hvv \s\\s, or com-lusionh utth >ou However, it has been my pnvilege 
to learn alMiut many state programs for the retarded I have visited nearly half of 
this country's major institutions 1 serve on the board of directors of the National 
Association for Retarded Children, and this organization has provided an 
education all its own 

You should knou that I am the parent of a retarded child. Let me describe my 
child H^is a handsome lad. 17 years old. stands two inches taller than I do and he 
can do almost everything better than I can. He is a successful high school student, 
m special education. He has a great future ahead of him. and suffers at this lime 
rrtim onl> one serious handicap: namely, the recent fracture of his leg in an ex- 
citing double play m a baseball game 

Also let me say that I am a politician. I am a member of fhe Montana 
Legislature, where I serve on c ommittees on judiciary and public health* weifare 
and safety. 

7Vh- lh»u>rahft' (iarv R, Marhut is a member of (hv Mtmtam House of 
HtPn'scfiti^rnvs, PnuJe^u the XatK^iai Center for Law atui the 
Ihftdwappi'd and a Hf^arJ Member of the \aiit>nai AsSifetatttfn far Re- 
tardvd ChdJren, Ax a member of the Montana Legislative Audit Coni'^ 
nut tee iJtnd the iommtttit' tni hibite Health, Welfare a tid Safety, he has 
a keen ontght inttt thv pthUtiott and soetat forces whuh affect the allt/ca- 
ttoti of puhhe funds fto- venu es to the mentally retarded and develop- 
^*'**n tally disabled 
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Periiaps my role here might be perceived as a sort of ecumeniral one-* 
mterdiscipUnary )rou might say— a role in which I hope to puU tx^ether a variety of 
Mp^tences and give you my tbmights about the figure of our profession, 

I must conf^ to you that of all these rolf^ I have t>een descnbing. my favrnte 
role is that of politician— aibeit a small-time, country, w^tern. simple politician-- 
but a politician nonetheless. 

The fabric of American society has been carefully woven with a clear ar* 
ticulatim of the rights of its citizens. We started with a carefully drawn and 
enlightened set of statements fdlowing from the Constitutional Convention. Then 
we expamled our code with a special Bill of Rights to underscore the specific 
freedcmis, rights and responsibilities we have always held necessary, and 
d«^irahle« for a free and pn^perous country. It is that Constitution that provides us 
all with our individual freedoms and righte. By all, I mean all citizens, including 
the mentally retarded, and let that not ever be forgotten. 

As the quality of life has steadily improved, we have t>ecome more aware of 
thcffie among us whu seem to be different. Those who are less affluent, those who 
are less competent, those who are in greater need, but who are nonetheless citizens 
in the full sense of the word. 

In many ways the advances of science have demonstrated for us the great 
capacity of every person to improve their level of competency through education, 
admix^tered through the due process of law, and a right to treatment within the 
context of the community in crder to optimize and repair those senses tha^ will 
fiilly appreciate a free society. It is remarkable that in the last ten years we have 
succecMled in substantially reducing, stabilizing, or in some cases preventing a 
numt^ of the conditioi^ that lead to mental retardation. 

We do noi yet have a fuU gra^ of the cause and effect relationship t>etween the 
complex ctmditions of poverty and the di^ropc^tianate numi>pr of poorly 
socialized, intellectually subnormal and developmentally retarded children and 
adults living in the lower regions of otnr society. But, we are forging ahead with the 
basic and applied research in the biomedical and behavioral sciences to try to 
understand this condition. We have increasingly attended to the ways in which the 
products of research can be moved swiftly and effectivdy into the hands of service 
people and we have become increasingly astute at the planning and evaluation 
business that will help fine-tune our service strategies to treat and prevent mental 
retardation, and its accompanying social and phy^cal deficits. 

But the law lags t>d)ind. It languishes at a time when it should t>e taking the 
initiative. It vacillates <m the topic of competence when it should be asserting the 
individual's rights and the community's responsibiliti^. It remains passive when 
what is needed is outreach. 

The increased cost of providing human services is becoming the most important 
business of state legislatures. Many, many, individual legislators are taking a 
personal interest in health and social programs. We are no longer content to leave 
these decisions to the ^f^edatized fiscal and budget committees, ''Social 
professionalism'* is emerging in the legislatures— with new legislative tools and 
problems, including annual sessions, research staff, program and fiscal audits, 
together with inflation, escalation of operating costs* and the demands of state 
employees for higher wages. As we gain in knowledge to deal more effectively with 
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human service problems, we find it necessary to allocate more and more of our 
financial resources to these pn^rams. The national movement to replace 
traditiondl institutional models of treatment with community-based programs is 
causing individual legislators to focus their attenticm on the needs of th^r own 
borne communities. 

There are other factors which are permeating legislative thinking : The I'oncepi 
of ''measuretnenr* is becoming a realistic means of influencing legislative 
decisions. The establishment of standards, such as accreditation standards of the 
AC^FMR is making it possible to compare alternatives, and to measure these 
alternatives in statistical programmatic and fi^at ways. 

As tlw federal government reti*eats from its pwition of '*Sugar Daddy** to the 
mental retardation movemrat, it seems clear to me that state decisions will be the 
decisions which make or break our «*ams in the next few years. Also, localized, 
decentralized government must jne the responsibility of caring for the 
disadvantaged* and meeting social .eeds in their midst. All this requires that far 
more of the money which is paid to the government remain at the state and local 
level. This must not be cmfused with revenue ^ring, which I regard, quite 
candidly, as a hoax which will probably increase rather than diminish the power of 
the ffHieral government. 

We must act to take the only realistic option— a decentralized society with 
planning and self-government empowered at the local level. This power must be 
matched with local capacity for decision making. 

The National Developmental Disabilities Program, which started with txrave 
promises. noH' seems in doubt. Granted that some rnuch-meded services . ave 
been initiated. The question is« will state governments follow through by cm- 
tinuing and expanding these ^rvices? 

An important arena for social change has been the courts. Nearly 30 class action 
lawsuits have been fUed across the country. Some of these seek to insure education 
rights, some rights to treatment, some freedom from peonage and some freedom 
from classification. As many gains as have been made through the courts. I need to 
express a word of caution: As I look to those nine great gentlemen in Washington, 
i^itting un the L'nited States Supreme Court, and as I picture in my mind Mr. 
Justice Douglas ascemiing the green mountains of the State of Washington in 
pursuit of his lovely young wife, and as I hear about a c«^in conservative gen- 
tleman from Texas who is waiting for an opportunity to join the bench, and as I 
realize that any change in the court would tip the balance away from social 
change. I say to you that we must be pr^.^red to plead our case before the 
Executive and Legislative branches of government as well as the Judicial branch. 

Compou;iding the problems mentioned in this paper, the country is facing a 
fiscal and taxation revolt. The taxpayers at home, my home and your home, are 
simply linwilling to contribute incr^singly greater snares of their productivity for 
governmental purposes. The arguments of five years ago about social benefit and 
humanitarian values, are no longer sufficient to persuade the people that greater 
conh'ibutions are justified. The problem in 1973 is how to provide better and more 
effrctive programs, without the use €i more money. 

There is more bad news: We are in a highly competitive position. Other 
programs* other causes, other objectives want bigger shares our fiscal 
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resources. In my state, many people wish to reserve revenues derived from the 
sale of motor vehicle fuel solely for the construction and maintenance of highways. 
H:ese people underscore their demands wUh volumes of hard data abcHJt where the 
mcney came from, the job it will do (expressed m quality of construction and miles 
of roads) and the persuasive statistical argument that lives will be saved and pain 
and suffering alleviated. Those of us who are advocate? for the mentalK retarded 
must be resolved to play ball on a diamond of facts, hard statistical data, 
measurable probabilities, cost effectiveness, evaulatlon and the proven costs of 
alternative models and programs. 

The preparation for this 'new ball game" must mclude cost accounting, 
program budgets, frequent reporting periods and a thorough investigation of the 
means for documenting what can be accomplished with a given number of dollars. 

One aspect of changing instiluLons has to do with tl»c hard, cold fact of economy. 
There are only so many dollars We hope there w ill t>e more, but again, we must 
find a better w ay to manage what we have now. In the next year or so we need to 
know exactly what it costs to apply the skills that we know are necessary to get a 
child out of an institution, against the cost that we can calculate for simply leaving 
htm in. 

As ;mc\amph'. in one pn^ram calh^tl "()|>iTation Bct.chniark '* ft was learned 
that m 04'der for a severely retarded b*>y to learn to put on his shirt correctly, it 
takes 36 hours of operant training time in ao-minute intervals. We know that 36 
hours of time by a staff skilled in the iwhniqm^s of behavior modification, costs 
the state approximately $8{M). Washing hands took about 37 hours on the average; 
wash^rig the face about the same; brushing teeth approximately M> hours; 
showering about 36 hours ; and putting on trous^-rs iibout 17 hours. 

What needs to te assembled is information that can he presented to my 
legislature and to your legislature on the hard, cold economy of the situation That 
is what we must know . With this information in hand, it w ill be possible to say to 
the legislature, 'This number of children need this number of schools in order to 
achieve community placement," We can say, ' This number of schools will cost 
this amount of money " We can say, 'These proposals will cost less than the 
alternative institutional dependence." Wc can say. "You spend the n^oney. and 
we w ill do the job " and that approach w ill w m. 

Good program management, including good institutional management, must 
have verifiable cfisr reporting procedures. 

My tegisiature has a strong post-audit committee. This committw, of which 1 am 
a memb», is charged by law with determining that legislative programs are being 
followed, that fmds are being appropriated and spent in accordance with 
legislative intent and recommending improvemenLs for n^aximizing program 
effectiveness and minimizing program cost Until now we have typically divided 
fiscal direction into units of per^nnel. departments, secticms. and other artificial 
cost groupings. Beginning now we are interested in an accoimting and reporting 
proceditre which will tell us what our dollars are doing for each ci tizen and how the 
same dollars might be utilized in alternative or competitive programs, and all 
measured in interchangeable terms. We will no longer accept hidden ex- 
penditures, padded budgets, unauthorized transfer of funds, or misappropriated 
funds. In my state we have recently arranged for housing for a major state official 
in the state penitentiary as a result of just such a misappropriation. 
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If this sounds like 1 am advocating a system which uill require more work and 
more expertise' from m^nic^i retardation professionals, you are right. If it mjuihIs 
iis if I am adviKating that you accept the buroen of researching and pref^ring emt 
Cf)mpari5ons. you are n^ht. tf it sounds as if I mean that mental retardation 
profes<sionals \^ ill no longer he permitted to withdraw t>ehind the clMk of public 
unawareness, misunderntanding and lack of interest, you are right. If it rounds as^ 
i! 1 dm •»u^»^^*^tlng that >ou ^rasp ihv <»pporlunity to htvnnu' f>uc leaders^ in con 
\t»rlin^ ili>titut!ondi lii-j^ ndfrnt' mfo t-ummunttv priHiuctivjty. you aw right. If 
this MUJndN I'.kv an ini^jDssiblc job. an unrewarding task» a thankless effort. 
4* h4»pi-lt>s cause. \«u urc wrong 

\m pn^tessjonals are nwung iDr^ard with new . In^tter programs taster than the 
legislative process can move. We no sooner approve and fund one new program, 
than you are requesting approval for six more. We recognize the great social 
valuf^ of vofir requests, and appreciate that your knowledge in the field of mental 
retardation may be growing faster than in any other field The deficit, and it is an 
important deficit, is that you have directed your energies into thtf social and 
humanitarian values, with too little attention to Hie realities of governmental and 
{.olitical pr<HVss What \h the relative cost and cost efftH-tiveness of one program 
attemative over another'.' (liven all the dollars we could wish for. these questions 
would not i^rise. However, you the experts, it is strongly suspected would not truly 
know which of any two programs costs more, and which costs less In my area of 
the counu-y . i^rtam states are ^uinmng on to traditional institutional models, just 
for this very reason. These states do not think they can a^ord to change. Until cost 
effectiveness can be fully demonstrated, they probably will not change. Do you 
really know enough about proposed innovative programs to justify cost ef- 
fectiveness as it is related to an individual paMent? Are you undertaking research 
to find ouf Do you inlend to <^re and pool the results of your research" Do you 
place a resident or patient into a program to fill the program or because the 
program is new^ Do you believe in a program panacea* cl<»ing your miiid to 
alternatives'* Are you willing to listen** Are you willing to learn? Are you willing to 
chimgc'' If \im have Ihc correct answers to the preceomg questions, you can help 
mc as a h*gisla!or. and as a tcgislat'jr I ran help you 

I would like to think that we are gathering together here in Atlanta as a team : a 
team dedicated to the quest for improved living, training and treatment facilities 
for our men tally retarded citizens. I suggest that the best possible fruit of our work 
here is a cross pollinization of ideas* a collection of strategies and a revitalized 
determination for each of us to do better. 

If, as Samuel Johnson said, ' The law is the last result of human wisdom acting 
upim human experience for the benefit of the public/" Then we cannot fail to see 
tlK* logic of providing t»qual rights to mentally retaf ded citizens. 

Legal advocacy has become a strong weapon in our efforts to improve the 
quality of life for the mentally retarded and their families. We must continue to 
press on We must also assist in raising those resources necessary to follow 
through, and above all, we must effectively utilize the legislative branch and the 
executive initiative as we!l as the redress ot grievances through the courts as a 
spectrum of approaches to solving this historic problem. 

If the human and civil rights of the mentally retarded are ever to be restored, it 
must be through a strategy of public education, action by agencies and 
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m^^arJzatJms, development of human and ecmimiic r^ources from the states to 
provide the necessary services, and a constant vigilance that we never again 
permit this country to create am! maintain a surplus populattm without the rights 
<rf full citizenship* 
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THE IMPACT OF NfW BUDGETING TKNNNIUES ON 
THE OaiVEKT OF MENTAL RETAItDATION SERVI«: 



A View from the Governor's Office 

Robert Brady 

If I had to point to the most diificult pnriblrai faong states that have a central 
budget staff and an executive buo^t, i guera it wmild t>e the lack of sufiHciait, 
relevant data about pn^tuns and tte organizaticm <rf that data into un- 
derstandable terms. Now, the reaaim 1 say this is t>ecause in Tennessee, wtside <rf 
higher educatiim , we have idratifled over ^ty^fl ve major programs and well ova* 
1«000 activities and $ub-|m^rams within those majw prc^tuns. 

Our current annual syst^ of tmdgeting has many, many :Ht)biems. One ^ect 
is that it assures the continuation n«t year of what we did last year. We use an 
increroratal l^idgeting system which is a good sjnstem exc^ for tte fact that we 
do ntA h)ok at existii^ activities and i^ograms to see whether w not tf^ are 
needed any l<mger> 

This year, because we are Ju^ initiathig tt^ program budgeting system in 
Tennessee, we used the incremental approach to arrive ai an operaUmud budget. 
The difference between last year's commttm^t and antiripaCed state revenue 
this fiscal year, repre^nts the funds we have availafcte fcr new and expanded state 
programs. We wwe fmtunate to have about $100 millicra of new mmi^ in Ten- 
nessee this year. However, the competitiOii for these funds Is fierce. With nearly a 
$2 billi<Mi state budget, our ptnblem is, how do we allocate these new <tolla» amcmg 
competing program intere^te. 

Regardless of which approach to tnic^eting is taken, two thii^ wiU nev^ 
change in the budgeting system. One is the roocem tor cost and cntrol. Tte 
secmKi is the basic political decisions that we in the governor's office nmt make. 

Now, I suppose every state is somewhat unique. In Temessee we have a stetmg 
executive budget. The current proUm is that we t^ve a stnmg Republican 
governor dealing with a strong Democratic legislature. So, there's all kinds of 
bargaining that has to go on. 

We have tried to wganize sUite government so that w can maintain a com- 
prehensive overview of {niUic prc^^ams. We now have within the €k>vemor*s 
office a pcdJcy planning gruup, a program coordinatim and analysis groiq», a 
budget division and a management services divi^cm. In acMltioo* we are trying to 
devet^) some expertise about of our ma^ programs and suh-pn^rams by 
assigning individual budget staff membo^ to work directly with departmratal 
administrators. 

Mr Rohert Brady, at the time of this conference^ was Director of the 
Dinsion of Program Coordination and Analysis in the Tennessee Depart* 
ment of Finance and Administration. Prior to assuming this posit k>n in 
1972, Mr. Brady held several other positions in Tennessee state govern- 
ment including Chief of Budget in 1967 and Coordinator of the Govern- 
or's Study on Cost Control in J 97 L 
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In the past, we wmild send a budget request to the flscal officer. He i»it on his 
green eye shade, figured out how many dollars were needed and sent it back. But 
this year, as we moved into program budgeting, we let program administrators fill 
out their own budget requsts. This was a big step for them l^ause they had never 
before performed this functicm in our state. 

The best thing that we can say about our program budgeting in Tennessee is that 
it did give us some infmmatim which we have never had before about all ste.te 
programs. It also gave the people who are in charge ci the programs a chance to 
tell us what they wanted and needed in the way of state funds. Eve^ though we 
maintained the incremental system this year, we, I believe, have made a t>etter 
allocation of state resources. 

Before I left Nashville, I wrote down a few statistics to see how well human 
service programs did In the competition for fiscal resources, Tijis year, 40 percent 
of the i^w dollars, or S40 million, was committed for welfare, public health and 
mental health pn^rams. On a percentage ba^s, I feel this is quite a good per- 
formance, specially since only about 28 i^rcent of the new dollars went to these 
same prc^rams last year. 

The state of Georgia just ccmducted a survey and found that, of the 34 states 
which answered the questionnaire* 23 (68 percent of the r^fKHting states) were 
developing program bucketing techniques. They are calling their prc^ams PPBS» 
zero-based budgeting or performance budgeting. In Tennessee we call our 
prt^ram allocation by activity. 

We are trying to put aU of the performance data on com{Ritm to help us make 
decisions. The administrators out in the field are being asked to develop the 
statistics and the relevant data about their pn^ams to go on the computer. I am 
sorry to say that it is going to take from three to five ye^ before we have our total 
system in place. That is, it will take that long b^ore we begin to receive data which 
is meaningful in tem^ of executive decision making cmceming allocation. 

The trouble with our old system was that we always looked at the CMt of 
programs. We never looked at the end results of these programs— i.e., what was 
the program accomplishing? We think that under o?if new system we will b^in to 
examine program accomplishments. In fact, we had better have some program 
information because our legislative comptroller is g(Ang to start program auditing 
in our state. As I see it« you can't really audit a pn^am unless you can identify 
program goals and accomplishments. 

One of the implications of program budgeting for you as administrators is that 
the legislators and the general public are demanding more information about 
programs because the cost of the government is increasing at such a rapid rate. I 
know in Tennessee one of the main objectives of our program budgeting system is 
to place upon the pn^ram administrator the respcaisibility to perform up to a 
certain standard. So, if you develop a system^ either within your department— 
which the Department of Health in Tennessee is now doing— or from an overall 
budget office viewpoint, the system stould point out where the duplication exists. 
It should also point out whether an activity or program is needed any longer or if it 
should be abolished. When you try to abolish any activity or any progrfim , then you 
can count on getting political presstires. New programs are hard to come by, but 
old ones are awfully hard to get rid of, as we all have found out , 
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All programs should be related to certain objectives The objective, if it is at all 
possible, should be set in quantifiable terms so tliat ytm can do some program 
performance measuring during the year and, when the program is over, you can 
measure the impact of the program on the community. That's the Jund of program 
evaluation which wt* are g(Hng to try to establish in Tennes^ . ♦ 

But it is awfully hard to develop the relevant kinds of information that you can 
put intoa computer and intoa system of quarterly or semi-annual reports. The two 
essential questions that we are trying to answer now are, how effectively has the 
program performed during the year and where do we fix responsibility for 
program performance. Then, when the program is completed or the fiscal year 
ends, an after-the-fact ev aluation of the program can be conducted to see whether 
or not the program has accomplished its objectives. 

Mental retardation is not the only program in our state which is trying to orient 
itself towards the community. Practically all human service programs in Ten- 
nessee are going through the same process. .And all of these different programs are 
competing for the stale dollar. In the State of Tennessee eighty to eighty five 
percent of all state rev enue is dedicated or earmarked for a speciflc program. This 
leaves only a small portion of funds unobligated which we have to consider when 
we talk about p(t>gram budgeting. This small portion of undedicated revenue 
usually goes to the program with the greatest political clout. ThaVs the way it 
works in our state. And Vll have to say that the Department of Mental Health in the 
state of Tennessee has really grown and developled a very effective lobby for its 
program. 

In conclusion, the things that I've tried to make clear to you today are: < 1 > that 
you need to organize properly ; (2) that you need to try to develop relevant data 
about your programs because we are talking about competition for the dollar; and 
(3) that the data which you devetop has to be put in laymen's terms so that people 
like myself and many of your state legislators can understand what you are trying 
to say. 
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REAaOR 



Edward R. Goldmn 

IMTRODUCTiON 

Robert Brady talked about the mtroductJon of a program planning budgeting 
system in Tennessee. A major part of the problem of instituting such a system is 
getting the prc^rammatic data ymi need to make decisions. Vm sure ail of you 
have suffered through the agony of trying to develon uniform data. Everybody 
reports their experiences differently, and everybody's accounting techniques are 
different. As a result, the information you get back is not comparable and you are 
in no position to base impc^tant programmatic decisions upon it . 

One cf the major problems that we have in Pennsylvania in trying to get in- 
formation is that everybody has their own reporting techniques. Almost always, 
the people who fill out the forms are clerks in little community agenices who may 
stay on the job for six months and then are replaced. Nobody trains these clerl» 
how to fill out the forms, and so the forms are incorrectly filled out and boxes are 
left blank. Under the circumstances, the data may be dangerous rather than just 
unusable because major, system-wide asstimptions get made on irrelevant, 
inappropriate and inaccurate data. 

DEVELOPING A COST-BENEFIT INFOHMATiON SYSTEM 
IN PENNSYLVANIA 

We are trying to come up with a new and better system in Pennsylvania. The 
state has contracted with a management consulting firm which ts pertormmg a 
major analysis of our system for delivering mental retardation service. One of 
the components of the group*s analy^ is the development of a cost t>enefit in- 
formation system. 

The need fw such a system in Pennsylvania is all too apparmt. We now have a 
combined mental health-mental retardation program which consumes about 1350 
million a year in state funds— excluding any third party payments stK^h as 
Medicaid, Social Services, etc. Therefore, we feel that it is imperative that, as the 
system grows, we are able to answer questions concerning the direction and rate of 
growth. One cf the sales pitches the community programs are ^Id on is the fact 
VhsX they are going to eventually decrease institutional costs. However, at present* 
we have no data to support such daims. 

Getting an alternative system in place is going to involve considerable start up 
costs over a long period ^ time. We need this time to give us an opportunity to 
stabiliK our institutional system and b^in to decrease the institutional pofmlation 
as alternative community situations become available. In the last four years, our 
institutional costs have gone up at an astronomical rate. We have t>een hit by in- 

At the time of this conference, Mr Edward /f» Gokiman was Commh- 
sioner of Mental Retardation for the Commonwealth of Pennsylvania. 
He was formerly on the staff of the Philadelphia Association for Re- 
tarded Children. Ctirrently, Mr. GolJ*nan is operating his own con- 
sulting firm which specializes in developmental disabilities. 
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nation. unionizatKKi among public emptoye^ and similar developments. We have 
ted, in the past eighteen months al<me, four salary increases. The largest single 
personnel component in state government is the mental health-nu^ntal retardation 
system in state institutions, so we feel the impact of pay increases more than 
anyone else This means that we can watch as our budget goes up by $35 million in 
one year and observ e no real increase in program uutput , 

Part of our reason for retaining a consultant firm was to develop a system for 
determining who is being served, what's happening to them and how much it is 
costing. Later we plan to make assessments of this cost data to determine the most 
cost-effective programs. 



PRINCIPLES OF AN EFFECTIVE MANAGEMENT 
INFORMATION SYSTEM 

The president of an agency that I worked for a long time ago had an approach 
that he called the KfSS system— Keep It Simple, Stupid. If you are talking about an 
inform;»tton system, it ought lo be so simple that almost anybody who has com- 
pleted half of his publii school education could fill out the appropriate lorms. The 
forms have got to be simple because if they are not. the agencies will not lake the 
time to fill them out. And then you won't have good data to use iii determining 
whether the agency is doing an effective job or not 

You are in a bind. You certainly don't want to cut off funding l^ause the forms 
aren't filled out properly if. in fact, you feel that the agency ^ providing a 
meaningful service. So you Ve got to make the forms simple en<H^h for the agency 
to want to complete them without a lot of hassle. Also, the information has to have 
some benefit to the initiating agency. If all the information is going to do is to let 
the central office staff make plans, then the service agency is not going to care 
about whether the forms are completed, whether they are done accurately or how 
quickly the central office gets them. 

Let me talk about some of the other principles which must be built into a cost 
information system First, the rffectiveness of the system has to be defined by 
output measures. Program standarcte do not tell us much if we are interested in 
measuring program effectiveness. You mey 1^ ve a highly polished, well qualified, 
competent excellently trained staff ; however, the qu^tion Js: what is that staff or 
agency producing in the way of measwable improvemmts for the clientele it 
serves? Second, human service output measurements have to be client centered. 
You can't talk about the aggregate effects on a statewide system until vou know 
whether or not any positive changes have taken place in the life of the individual 
client. 

Third, the effectiveness of a human service delivery system must be determined 
by setting ^ecific performance objectives. 

And finally, individual client costs must be recorded and distributed by outcome 
categories because it is quite p<»sjble that you will have a number of service ob- 
jectives for a given client. The client may be involved in speech therapy, for 
example, and you wil! need to measure whether there has been any progre^ in his 
verbal facility and articulation. If an individual is nop- verbal and at the end of 
twelve months he can speak one hundred distinguishable words, th^^^^ is 
measurable pn^rcss. Eventually you wind up with value judgments as to bow 
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much you an* willing to pay lor an individual t henl's ptTftirniancf 

Given these four principles, there are two importanf variables we will be at- 
tempting to measure: the individuars life situation and the individuaKs fK»n?onal 
development. Life situation can be determined by establishing a range of living 
statuses, from total dependv*ncy to total ind^ndenee (Restate is uidependent 
living For adults, we define this state as leJ^s than one hour a day of service 
provided in residency by persons other than the family or an unpaid roommate. 
The kinds of settings that qualify as independent living mclude someone's own 
home, an apartment, a family home, a toardmg home. etc. Then we get down to 
mediate supervision and we define this state as one to six hoixrs of daily service 
provided in residency by a person other than the individual's famiK ('onstant 
supervision is defined as over six hours of daily service, and intensive care and 
treatment is twenty -four hour service Intensive care and treatment usually wtU 
be furnished in a private institution, hospital, nursing home, state school and 
hospital, general hospital, etc. 

We l>elieve you can measure a retarded person s life state provided thai you 
define what you mean by moderate, com^tant and mtensive supervision Such 
definitions are important because they provide a quantifiable yardstick for 
measuring progress, assuming that one accepts the value judgment that a men* 
tally retarded person ought to live in the most independent setting possible 

Whether the case manager represents a public or private agency, he can 
measure whether a client has moved up from intensive care and treatment to 
constant super\ ision You car quantify whether an individual has improved his life 
situation. 

The second objective is to measure the client's personal development. The 
criteria we use in assessing personal development is a scale which ranges from 
self sufficiency to total dependence. The most convenient yardstick for retarded 
adults is the individuars earnings. For example, a person who ss totally self- 
sufficient would be defined as one who is employed fall time at the minimum wage 
or above. A productive, non-self-sufficient person is one who is employed full-time 
with wages ranging from one-half of the minimum wage to one cent below 
minimum wages. Even for children we can d^ine what is the most independent 
state. The most independent state for a child would be full-time attendance in a 
regular classroom setting with or without additional special helpor tutoring Other 
levels for children are partially normalized, full time school attendance. For 
example, a half-day m special classes would be the next level below f uil integration 
in the normal classroom. 

We have defined how to allocate costs of activities such as training which are 
indirect services to the client. For example, how do you apportion training costs 
within an agency? Kow do you begin to build such expenses into the system? It 
may seem very complex but the forms we have developed are reasonably simple 
and not too time consuming to fill out. 

Different levels wiihin the service delivery systam will have different in- 
formaticn needs Frankly, as a state commissioner of mental retaruation, I'm not 
interested in whether Johnny Jones has moved from one status to another The 
case manager ought to have such information. What I need to know is significant 
trends in the population my agency is serving I need to know, given X amount of 
money, how many people can move from one living state into another and what are 



12 



the cost implications of stitnidaUng $iu:h movement. If the system will provide 
inftH'mation for the individual client manage and agency to ot)serve how clients 
move through their own individual agency system, then I don^t need to know that. 
All I need to pull out Is the aggr^ate totals which will help me in major systems 
planning. 

Whether this new system works is going to take some time to determine We are 
going to be field testing it within the next couple of months in a few locations 
throughout the state. 

IMPLICATION OF COST-BENEFIT INFORMATION SYSTEMS 

It's important to recognize that new management information systems can be 
threatening to old-line professionals because, if the system works, the old ap- 
proach to standard-setting may become obsolete. What we are talking about is 
defining a series of goals for a client and deciding what types of resource it will 
take to rrach the desired goals. If someone says that he can toilet train a severely 
retarded child in six months for five hundred dollars through ^>ecial programming 
techniques and another guy "^ays he can accomplish the same task in five minutes 
for five dollars by waving a rattle in front of the child*s face and doing a rain 
dance, as a program administrator you ve got a decisi<m to make. You want the 
person toilet trained and if the rattle works, are you going to pay $5 or $500? T'm 
obviously using a ridiculous example, but the principle is the same; it*s im Iiow 
many qualified pe<$ple are on your staff or how much you pay them, but pre you 
able to fulfill client-centered objectives at a reasonable cost to society? 

Obviously, the system is not going to work the way we wan t it to in the beginning. 
Most likely we are going to have to tinker and play with it for a while. But it has got 
some profound significance for our traditional approaches to standard-setting 
where we talk about so many staff per client and require that serving professionals 
have a given number of years of training and experiemre before they can, for 
example, test and coupsel clients. If the system works, it is going to fly in the face 
of all that . It is also g(nt^ to be one of the most powerful tocris to in draling with 
the legislature. 

We are all familar with the fierce competition for scarce state revenue. 
EverybtKiy wants to get in the pockets of the governor to use new federal revenue 
sharing funds aUocated to the states because each has his own special thing thai 
the legislature won*t fund. 

The important thing is to t>e able to ^y to a legislator, '*Look, we have identified 
400 children in your legislative district between the ages of 0 to 5 who need 
developmental day care in order to get into public school. We cos ted this out and 
we can take these kids into various developmental programs in order to get them 
to the point where they are ambulatory, toilet trained* etc. It is going to cost this 
much/* Then you say to the guy, **However, last year we only got money to serve 
100 people in your community. Mr. Legislator, how many of your ccmstituents do 
you want to serve next year? How many of the 400 people do we have to reject?*^ 
That's a tough question for any legislator to answer becau^ he knows that he 
wants to serve all 400 and he has got the data in front of him to determine how 
many of the 300 have not received services and are sitting home. Given th^e 
circumstances. I predict that he'll go to bat for these constituents during the next 
legislative session. 

ERLC 



Right now, unfortunately, most of us go to the l^lslatiire, hat in band, saying 
that we are going to do good things. The problem is, we haven't measured how 
much good we have done and really don't know bow much it has cost. I think the 
new cost-benefit information systems IVe been talking about are going to be a 
powerful tool to change this situation. Whether we like it or not folks, we are going 
to have to move in that direction, because the day of the open money trough is 
over. 
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REAaOR 



mUam Sloan. HlD. 

"SEED MONEY" AND LOMG RANGE FINANCIAL PLANNING 

One of the problems which came to my mind as Repr^entative Marbut was 
speaking was the inadequacy of present efforts to lay long range plans for sup- 
porting new programs once federal money has been withdrawn. What happens 
when a new program has been funded with a slarl-up grant and the state has to 
pick it up next year? Each year there are new pn^rams that have to be picked up. 
For example, one might us€ Develupmenlal Disabilities funds as seed money to 
start a new servire program You have a one-year grant that may be extended fur 
six months or another year and then there is no more federal money What are you 
going to do'* People say. "You're a state agency and it was funded through >'Our 
agency/' Even though it wa^ federal funds, they didn't look at where the money 
originated. Tte check was sig ned by your state agency. What are you going to do? 
Throw these thirty-five kids out in the street? What I'm suggesting is that we need 
to get some kind of coordination between using money to start up programs and ' 
projecting how they are going to be financed in future years. 



STATE-LOCAL COST SHARING 

A related problem is how do we strike a balance between sharing the burden of 
financing programs between state government and local agencies. We talk about 
community programs and we talk about nm^malization. A ga>d part of local {niblic 
education costs are raised through local school taxM although they are sup- 
plemented by state aid. But costs for programs for the developmentaliy disabled 
are somewhat higher than ihe average per pupil c«Kt in the public schools The 
question is how much of this extra cost is the local government expected to bear. In 
addition, everybody is in ihe middle of trying to figure out how they can get a 
chunk of the local share if General Revenue Sharing funds. It is going to be in- 
teresting to see m the m?xt year or two what share of these funds the develop- 
mentaH> disabled wiU f,et. 

THE PROGRAM PLA!4NiNG BUDGETING SYSTEM: 
THE ILLINOIS EXPERIENCE 

I want to make a few general comments about cost management systems or the 
Program Planning Budgeting System. We instituted a PPB system about six years 
ago m niinois and went from that to another cost management system. We had 
reams of PPBS printo its and nobody ever looked at them. 

PPBS, as you probibly know, st£.rted at the federal level with Robert Mc- 
Namara when he became Secretary of Defense. He applied the cost management 

Or William Sh>uh n i vnth rctirvU as Direvtifr o) the lUinois Di\'isu>n nf 
^ti rtfai Rvtarddtu v. a pf/ufU/n he held for ten years. Rec<»gntzed a% 
nalumal authfrti} *fTi mental retardation. Or. SltHtn f% a past preside nt 
iff the ^meruv^i A KSfnatupn on Menial Deficiency and was a consultant 
ttf the Vrv\ulent'\ i'aneiftn Mental RetarJatUm in 1^62. 
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system used by the Ford Motur Company to ite federal defense establishment I 
guess it was a great success. I don*t think that the defense costs have gone down 
any but the system apparently was good. 

The question is : how do vou apply the kind of a cost management system used in 
industry -where you have a quantitative, objective, measurable product - to the 
kinds of things that we are dealing with in the human services area Mow do you 
quantify humanizalion^ What is a unit of humanization? How do you know when 
you have one? How can you measure if' How much does a unit of humanization 
cwf^ How do you measure the ct^t in dollars of the value of having a child m a 
community -based program closer to hcmie rather than a similar community-based 
program farther away from home** How do you measure the cost jn terms of its 
value to the parentK** These questions become paradoxical when we rocogni/e that 
there are some parents w hu don't want their children closer to hi>me 

INSTITUTION VS. COMMUNITY: THE ELUSIVE TRADE OFF 

Another problem is \\\nX when you talk about the development of community 
programs and bre^^king up the old institutions, you can*t start off overnight in 
shifting funds away from the institution Vou don't get the trade off right away, 
even when you do reduce the population of an institution For example, m the last 
six years we have cut the |H)puIation of two uf Illinois' larger institutions in half 
from about 4,000 to atx)ut 2.ono ^^ach Yet, the total cost of operating those facilities 
over the period has stayed relatively constant when we correct for mflationary 
increases. Now . why haven't the tosts dropped by fifty percent when the 
po{mlation has gone down a similar percent'^ The answer is simply that the quality 
of service has improved. By keeping the same number of employees you have 
doubled your employee patient ratio Then, of course, the budget people say you 
have got half the population so your costs should go down. They don t look at where 
you started. They don't look at the days ten or fifteen years ago when operating 
costs were, for example. $l.%per day in Oklahoma . 

There is a pretty gixKl inverse correlation between the size of an mstitutum and 
its per diem cost becau,^c every institution hiis a constant overhead that you can*t 
cut down. Besides, you are not going to wipe out the old institutions overnight Vou 
have to keep them going. Even though you are reducing them in size you still want 
to increase the quality of service: so you don't get the trade off At least you don't 
see It and I don't know when you witi. 

INCREMENTAL BUDGETING 

Incremental budgeting is the old hat trick. H used to be at budget time you w ould 
come in and the budget people would say to you, "How much did you get last 
year?*' If you were the superintendent of a large mstitution you might say. 
•'Eighteen million dollars /' 

"What do you need this year** * 

"We need this, this and this/* 

"How much will that cost?" 

"Another five million/' 

"Welt, we will give you two ' 

"Thank you." 
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That isi the way budgeting was done Then you took the two million dollars and 
put It where you needed it musl. You bought some new beds or replaced an ex- 
tractor in the laundry or whatever. 

In Illinois, the budget foi* KY 1974 was made up in the Fall of FY 1972 by the 
previous governor and his staff The new governor took office in January, 1973, and 
he brought his own budget people with him. They didn't like the budget but there 
was no time lo make up a new Me so we got a i^tchwork job. Then the new budget 
director came out with a public statement that we are going to start with a zero- 
based budget -i .e., every program is going to have to jtstify its existence. 

It's panic time in Illinois but it's a healthy thing. With the incremwlal budget 
system you have some programs that are archaic and should have been wiped out 
years ago but they just stayed on and you added more and more programs as time 
wont on Some people have to take a healthy look at what they are doing and how 
they justify it 

Let s take a look at some of the programs that have outlived their usefulness. 
For example, the state hospital. The population goes down and down and down. 
The number of employees doesn't change much: the plant deteriorates; and the 
cost (tf rehabililaUon rises . The only sensible thing to do is to close it down. So, for a 
year, there is a committee studying the advisability and feasibility of dosing the 
place. \ow, everybody knew before the study group started that the place had to 
be closed. There wasn't any reasonable excuse for continuing it. But nobody 
wanted to do it. The Governw of Illinois, who is a brave soul, announced last v eek 
that a state hc^pilal was going to be closed by the end of this calendar year. Now he 
is faced with a bombardment of protests from the labor unions which have 200 
members affected by the closing, by the trades people, by the professionals in the 
community and by the patients* relatives. All kinds of pressures from all kinds of 
groups are generated in moving toward a zero-based budget. 

From the program point of view, there is no excuse for keeping the place open. 
From the political point of view, however, there are all these pressures which 
make the decision a tough one. I use this as an illustration because this situation 
happens «m a smaller Kcale with programs within institutions and within com- 
munities. 



THE ADMINISTRATOR'S VIEW OF THE GOVERNOR S 
BUDGET OFFICE 

Mr. Brady pointed out that it takes from three to five years to set up a good 
program budgeting system. Ttmi is the view from the state-house. Across the 
street in the state officehuilding there is another view. What are we supposed to do 
in those three to five years? How are we supposed to manage our pn^ram and 
determine what service activities are gomg to be funded? How are we going to get 
the budgets we need? That transition period is a heU of a time. Looking over the 
span of years, the general trend is in the direction of more accountability. But 
every lime there is an administrative change, either in the legislature or in the 
i Ktrutive branch, instead of going at a trot you have to reverse and canter. This 
iilso makes it difficult 

I empathize with Ed Goldman because the new system in I^nnsylvania is going 
to take some Ume to set up. If you get a change in administration K>mewbere along 
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the liMt yo!i are left hanging high and dry. The next legislatmi? or govenior just 
might not thiidi that the irfd budget system is a v«-y good Idea. As I mentioned 
earli^-, that is what happerad with PPBS in Illinois. We had stacks of printouts 
that were of no use to us because the new budget director appointed by the new 
governor thought that this approach was a bunch of malarkey . 



THE PITFALLS OF PER DiEM COST CALCULATIONS 

Anc^er comment I wcnUd like to make concerns per diem cost. We had a 
teenager in one of our facilities who had temper timtrums. Using beimvior 
modification techniques, we actually c(^ted it out at $73,00 a day to get the girl 
cahned (town. After that she cost the average per diem. How do you build the cost 
of tl^ $73 00 a day for about two weeks into your program cmIs? You can't average 
it in becat^ it was a unique occurr^e. 

TtyB other thing that is continually plaguing us in calculating per diem costs is 
that we are all going away from the institutional model. We are going toward 
community -based programs and community-based inst3tuti<ms. The umal way of 
measuring the cost of a prc^ram in institutional setting is to take the numb«sr of 
t>eds occupied and divide that into the (q>erating budget. Sometimes you figure in 
your depreciation on the capital but that's hard to do. When you go to the ccm- 
munity model, the thing you are fighting against is keeping that person in a 24-hour 
situation. You want a lot of turnover. You get pe<q)Je in and you build them up to a 
certain point through programmatic efforts and you send Q em home. 

In nUnids, we have a pn^ram at one facility where parents are brought in with 
the child. It is a short -term* 30<iay pn^ram. We bring the child in with a spectfic 
dbjective to accomplish, such as toilet training. The staff us^ l^diavior 
modification techniques and the parrate wcark with them so they know how It 
worte. When the parents take the child home, they can continue the ctmtingendes 
and the rewards. 

The thing that plays havoc in this kind of pn^ram is that your costs per bed are 
shot out of the ball park. That same bed might t>e imei by twelve different pec^Ie 
during the year. If you take the cost of opiating the f^t^am and divide it by the 
number of beds, you have got a cost that is nowhere like what the actual cost wimld 
be if you divided it by the numb^ of pec^Ie who used the beds. This is something 
that some of the memt>ei3 of the General Assembly And hard to understand. They 
like to know how many beds are occupied, ai^ they divide that into the ntmsber of 
dollars to get the per diem cost for that pn^ram. They do not understand that the 
turnover is much m&re valuable than the numbo* (d beds. 



CONCLUSION 

I will conclude by saying that, as in everything, truth is hard to come by. Cer** 
tainty members of the l^islature uid the executive branch are plagued by many, 
many problems. To try to establish communication is tuA always the ^siest thing. 
It's a two way street It depends on both parties and in this rase maybe three 
parties. Tu try to explain programs aU over again to a new set of budget people or 
to a new ^t of peopte in the legislature is difficult. Brides* you (k>n't always have 
one program that you have tried to explain over the last three or fotn* ad- 
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ministrations because programs are changing. By the same token, the people who 
have been Id the legislature for ^veral terms say, "Well, that*s not what you said 
m years ago." 

You would think that leg^iators who have retarded children would be as sym- 
pathetic and understanding as Representative Marbut is. We have a membe^ of 
the General Assembly in our state who has « son in one of our state schools ; it 
happms to be a facility au'ut 200 mil» from his home. We built a 400 bed 

facility right in his community which has units of eight beds to a cottage. He 
doesn't want his son to go there; he likes the other program. Th^ are doing a 
great job, he says. He wants to know why we are building these expensive places 
that are going to cost so much to run and why we don't build more like the 700-bed 
facility. It is hard to explain to htm. 

So it is not an easy task for anybody whether you are sitting in tl.e governor's 
office, in the house of representatives, in the senate or In U>e state administrator's 
office. It is a difficult problem. There needs to t>esome measure of understanding 
that you cannot take wholesale a system that was developed in one setting— a 
setting of turning out a certain number of units of a product^nd apply it to a 
program that involves human beings and intangibles— things like normalization 
^nd humanization. These are difficult things to cost out. and I think some of you 
decision makers are going to have to rec(^nize that. 
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AUDIENCE PARTICIPATION 



LKUIS KLKBANOFK. H».D ,->We have rising ovtr the Bustim sk>linf the 
tatii»$t building in Nt»H England, li s callt^ uie J(ihn Haniimk Tov^tT hui il is not 
t>pcn and muhl of Ihe glass is covered over with plywood Tf,ts gitMt triumph uf 
private en terprijae - some one hundred million dollars worth uf slet*! nud von 
crele— may very well have to be dismantled piece by piei'e h<4«>re it ts even opt»ni*d 
because the Rr»'al private sector, which is much smarter ihun we \>iMtr stupid 
public offii»jatsi. just goofed. They've got this damn monolith risin^i ft» th/ sky and 
towering n\w Copley Square und sinking into the sea »i! rhc same tinu- 

One the things that troubles me is that when we have prison nots and the 
prisoners amuck and tear out the toilets, those toilets are replaced Why oo 
rioting prisoners get their toilets replaced and the retarded w ho haven't had them 
for years have to beg and plead for such necessities. If a storm damages a 
building, the next morning they are fixing it ; there was no money m that account to 
fix the storm damage, there was no money for the bridge that fell down; but the 
r.ext morning they are fixing the building and reconstrucUng the bridge 

I disagree with Representative Marbut. I think that people will pay for high 
quality services I wear two hats. One is as a public official I also publish a 
maga/ine for parents and I think we have got to have coalitions not just of parrats 
of the retarded but parents of every kind of disability group And damn it . there *s 
power tb4»re 

The New England Patriots are one of the worst professional football teams on 
record, but at game time every seat is filled. You can't get a seat to a Bruins 
game; you can*t get a plane seat to Florida in the winter Sl50 million is spent 
annually on vaginal deodorants. I don't believe that this country can*t and won't 
pay All it requires is some public officials that will stand up to the taxpayers. 

II isn*t all the taxpayers, after all - it's a couple of articulate people t>ack€Kl by 
the savings banks in our state and a few other kinds of damn monied interests 
The> don 't anymore represent all the people than we who are interested »n mental 
retardation represent all the people. 

I attended a town meeting the other evening where the townspeople were con- 
sidering whether to allow a community residence to be established for the men- 
tally retarded A man stood up in the back of the room and said: *'U)ok. 1 don*t 
know much about mentai retardation, but I have a little interest and I have been 
following this discussion. We have got toallow this home tobe opened in our town,*' 
he said, ''because it is ri pht We can't say it is right, but put it in the next town/' 

This was just a simple working man. He had on his work clothes and he got up 
and said, "Damn it, in the HttJe city of Blut^ern, Ma^., we have to do what is 
right/ * I kind of have the naive notion that if we have enough guts to stand up and 
B^nand it, that people will do what is right and they w ill pay the bill for it , 

SEN. KRNKST DK.W — Who shotild establish the accountability measures by 
which we are to judge program quality** S;ate legislators or professionals in the 
field? And if it comes back to the fact that you professionals are the ones that are 
going to do it , how do we get you to do it and live with it 
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KPfiOU>M.\N— t think it is tht* vlvar ri'spunsibihtx of ihiKse of us m the iwUi It 
is certainly not a simplt* thing to do No tme has rvalh tnvn able to do it m an i-t 
feclive. syjjtematu- way - at teas! in a large systenjalir way The cos! I>enefit 
approach Hirikes me as reasonable But we are talking aU>ul value judgtnents 
What makes a program tjetter"* Do ue even want to provide serviie?i lo the 
retarded uranv citizens for that matter'^ That is a value jud^^nu'ni WeiaJkatmui 
normalization That 's a value juu?^ment A government official has a responsibility 
to set policies and these policit»s are often bast»d on \ aJue judgments 

I think we are very cl<»e to the development of effective accouniabilit> 
measures in this country. If we don*t do it we are not going to get the money we 
need. 1 don't think the legislators are going to do it for us because they don't know 
how to do it either. But they are going to tell us. unless you can tell us why you 
ought to get more money, then you won't get it I dont blame them. Tlie tree ride is 
over folks 

RKP. <; \RV MARHVT — I think l)o!h legislators and program administrators 
have a place m develo^mg a viable program by which decisions can be mad* , 
implemented and audited But. as a lc»gislator. I have to .-^ay that the key to this 
decision making process is contained m the I S. Constitution and thv i'onslitution 
of all the states with which 1 am familuM . T»h* ultimate responsibility inusl rt*st 
with the legislative branch Professionals in thi> field should ha\e heavy mput As 
you just said, the legislature dotn^n't pretend lu have the expertise' lo ttevelnp the 
kmds of measurement tools ai.d accomnabih!> nuihanisms which are at»- 
propriate to this particular fie::i What has to happen is that the uroup oi 
professionals in this mom have h» ^>ropose an accountability system ^hich is ;k' 
ceptable to the legislature and can f.e used by the legislature m its traditional ^tnd 
constitutional proc-(t»ss fd making dwisions 

1 would also like to comment on the remarks of the gentleman from 
Massachusetts. Although t am m sympathy with what the gentleman said about 
the ability of this country to finance human services, I say to you that that is more 
promise than it is reality We have a lax system in this country through which 
people pay involuntarily and people pay involuntarily in a somewhat different 
manner than they pay voluntarily. As long as that is true I think we have to an- 
ticipate that there will be some difficulty in obtaining massive new revenues for 
mental retardation services from whatever the source. Td really rafher approach 
the situation in a realistic way than to anticipate that we will receive massive new 
fundiisg and then be disappointed 

RO^^KKT HAVKS— { have bwn w ith the State of Neu York lor the last four 
years When the fiscal crisis came in 1971-72, 1 benev<> that even if we had had the 
tools lo adequately justify what we were doing m the field of mental retardation- 
there still »^ ould have t>een mandated budget cuts in our program At the time, the 
Commissioner of Mental Hygiene had the guts to write a letter to ev ery memt>er of 
the state legislature predicting the likely consequ^»nt*es of a deiMsion to cut hack 
funding for programs st^rvinp the mentally disabltHl. However, his efforts were to 
no avail 

One of the ev consequence? of the 1971-72 cutbacks was the prolonged 

expose at Willo State School which. Tm sure* many of you are fartJiar 

with The fact is u^at the expose in some ways did exactly what the rest of us 
couldn't do. It brought great pressure on the legislature and the governor's office 
and forced positive changes within the system. 




21 



Willowbroak State School is still in a mess. I do not think the care and treatment 
that are t>eing rendered there have really improved, d^pite the fact that we have 
sharply increased personnel and reduced the population by l, coo in a ywr. One of 
the negative spinoffs of any expc^e is that it is very hard to get good people to work 
in a place that is known as "the last great disgrace.'* 

I am concerned by the fact that many laymen that I have talked to since the dust 
settled at Willowbrook have said to me: "But now can anything really be done for 
those people? "We must guard against implanting or reinforcing in the mind of the 
general public a negative image of the grossly handicapped and very profoundly 
retarded. This is the thing that worries me in the long range future, especially 
when I hear people saying the Willowbrook expose worked well and why don't we 
have one everywhere. 
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WBGHING THE COSTS AND BENEFm OF SavrCB: 
An Economist Looks nt Mental Retnnlation 



Ronald Conley, PfLD. 

£CONOMICS-A!» INTRODUCTION 

Ecmomists are frequently envisioned as professionals primarily concerned with 
benefit and cost variables that can be medsi8*ed in dcdlar terms It is no wonder, 
ther^ore, that professionals in the field of mental retardation are 
i^metimes apprehensive about tte conchisions of ^mmiic studies, After all. it is 
impossible to place dollar values on many of the benefits of programs for the 
retarded. 

Tltese apprehensions are based on a mi^ooception <rf nature of economics. 
The study of econcnnics is founded on the otmervaticns that there are insufficient 
resources to provide people with all ol the goods and s^rices they desire and that, 
in consequence* there must be mechanisms for determining which wants, and 
whose wants, will be satisfied. Econcnnics is, therefore, usually and most correctly 
deHned as the allocation of scarce resources among competing uses. 

Scarce resource are usuaQy clas^fled as land, labor, and cat^tal. The "uses' ' 
competing tat these resources are any activity that promotes an increase in 
peck's well-being. Thus, rewurces may be used to grow food, or to manufacture 
clothing and radios, <»r to provide medical care to reUeve pain, or to give 
rehabilitation services to mcrease social adaptability, or any other acts that in- 
crease pec^Ie*s dignity, security, or capability of enjoying life. The end product of 
these uses r^resMts the '"wants** that people seek to satisfy. These wants include 
food, shelter, clothing, recreation, physical and mental health, dignity, purity, 
achievement, independence, omtentment and personal lib^-ty, etc. 

A distinction is occasionally made between ''economic'* and •'non^onomic'* 
variables where '*econ(miic'' variables are those that can be measured in dollar 
terms and '*non-economie" variables are those thai Cannot be so measured. Such a 
distinctlcm is fundamentally invalid. All variables that affect well-being will in- 
fhience the allocation of resource and, therefore, are p^t^nt to economic 
analyses. Tliere are no "non-ec(momic" variables. One may, however, distinguish 
between variables that are relatively easy to measure (usually expre^ible in 
dollar terms) and those that are difificult to meastre.^The stress that is often laid 
m monetary variable is understandable since they often rq>resent the only 
reliable available information. 

Each type of scarce resource has both a quantitative dimensiiHi (number of 
available units) and a qualitative dimension ithe potential productivity of each of 
these units) . The mentally retarded, for example, are a part of cm labor resource. 

Ronald Conley, Ph.D., is Director of ihe Division of MonUoring and 
Program Analysis, RSA, C/.5. Department of Health, Education, and 
Welfare. Prior to assuming his present duties, Dr Conley was with the 
President's Committee on Mental Retardation completing work on a 
soon-to-be published book entitled **The Economics of Mental Retarda- 
tion. " 
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Their quantity is measured by the numbw of hours thQ^ would dormally be ex- 
pected to work. Their quality is a fimction of their training, intelligence, physical 
health, attitudes, etc. Improvements in social well-being are usually obtained by 
making fuller use of available resources ie,g., reducing idleness among the 
retarded) or by improving the ability of existing r^urces to produce c providing 
needed training, etc.). Rarely are improvements in well-being obtained by in- 
creasing the physical quantity of existing r^urces. 

Economics is both a descriptive and a nwmative discipline. As a descriptive 
discipline, it seeks to describe why resources are allocated as they are and to 
measure the effects of this allocation. For example, in my work on The 
Economics of Mental Retardation.^ I estimated the size end omipc^ition of the 
social cost of menta! retardation and sought explanations for the excess unem- 
ployment among the retarded (which would not be a mtsallocation of rerouitres if 
the cost of employing these retardates were prohibitive). 

As a normative discipline. econ(Hnics seeks to determine whether tlw well-being 
of society would be increa^ if an alternative allocation of resources were cti- 
ployed. For example, would society be better off if the idle retarded were trained 
and placed in gainful work and what would be the best method of doing so? 

Benefit-cost and cost -effectiveness analyses are frequently utilized and widely 
publicized tools of economists. Benefit-cost analysra seek to determine if the 
benefits of a past use of r«ources, or of an anticipated future use, exceed the value 
of these resources. Cost-effectiveness analyses investigate the economic 
desirability of alternative ways of achieving a specified, defined purpose (such as 
providing educational services to the severely retarded through special educatiim 
classes, regular education classes, tutors, or some cwnbination of these). In 
principle, cost-effectiveness, analysis, by specifying a target benefit, enables 
analysts !o evaluate craly the relative costs of achieving this benefit. In practice, 
comi^risons of alternative services to the retarded require an ass^ment of 
d!ffer«ic^ in both benefits and costs since dififerent programs almost invariably 
result in different benefit levels. 

Most government agencies utilize some version of planning-programming- 
budgeUng systems ^PPBS) for purposes of formulating thrir spending plans. 
PPBS is best described as ai^ed benefit-cost and cost^ectiveness analysis. 
PPBS analyses address themselv« to the immediate planning needs of agencies 
and, on the basis of the best available information, draw ct^tclusions as to the most 
likely effects of different budget levels and alternative methods of service 
delivery. Often questionable (kta and assumptions must be employ in orcter to 
draw conclusions by a givra date. However, these conclusiOTis are, or at least 
should be. periodically re-examined and modified if indicated by additional 
knowledge. 

Althoi^ the terms benefit-coct analysis, c<»t-effectivene^ analysis, and PPBS 
appear imposing, in actuality, they represent formalized macro-versions of a 
decision-making process that is part of the everyday activity of people. Each time 
a person sacrifices a part of a limited budget, whether for something large, such as 
a purchase of a new car, or something small, such as a haircut, a judgment is 
made, on intuitive or factual grounds, that the benefits exceed the costs. 

In fact, the intuitive benefit-cost decisions^made by individuals are, or at least 
^uld be, governed by the same criteria as are the larger* more rigorous, more 
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empirical, beiieftt<06t analyses cimducted for large programs. Among the more 
important of these criteria are: 

* No decision on an expenditure should ever be made without concurrent 
consideration of the benefits of the expenditure. Occasimially when cmn- 
paring alternative methods of providing services, it may be determined that 
benefits are the ^me under any of the alternatives and therrfore, that we 
need only seek the least ct^t method of providing the service. For example, a 
decision as to whether to have laundry facilities within an institution or to 
contract for laundry services from commercial sources may be based on 
pure cost ccnsiderations. Of course, if there are therapeutic benefits for 
residents employed in a laundry* the t>enefits may not be identical between 
tte alternatives. 

* Decisions to spend resources are always marginal decisions where the 
change in costs Is compared with the ctange in benrfits. Budgets are, after 
all, expended in incremental quantities and it is on these Increments that 
spending decisions are made. Of course, many expenditures are routine and 
little thought needs to be given to their justification in day-to-day operations, 
e g., utilities, rent, etc? However, any decision to expand or contract these 
expenditures should be carefully evaluated (benefit<ost analysis) as should 
any decL<^ion to change the pnx^ures by which certain wants are satisfied 
(switching from oil to electric beat, using commercial laundries instead of 
maintaining a facility on the premises ( cost^Hecti venesF analysis) 

♦Many expenditures increase both present well-being and future well- 
being. To the extent they increase present well-being, they are called con- 
sumption a*id to die extent they increase future well-being, they are called 
Investment. In comparing the benefits and costs of these expenditures, we 
must either subtract present benefits from ccsts (as is done when clothing, 
food and other maintenance costs are subtracted from the costs of 
residential programs to estimate social costs) or, the measure of benefits 
must consider both consumption and investment benefits. 

*A11 future benefits and costs must be discounted to present value for 
comparison purposes. Present value represents the amount that people 
would be willing to pay today for a future benefit. Present values are, of 
course, lower than future values and are calculated by the formula : 

Where: 

PV - pre^nt value 

Pn - future value 

f = rate of discount 

n = nth yrar 

Determining the most appropriate value for it is a controversial and 
perhaps, from a social viewpoint, impossible task. Most analysts have used 
a rate between 4 percent and 10 j^cent or have utilised two rates to 
represent upper and tower bounds fc»- estimate of present value. 

♦Finally, spending opportunities* whether for individuals or for programs 
for the retarded, must be ranked in order of their relative desirability. One 
reason is that needs and wants invariably exceed available resources and 
ctoices must be made as to which needs and wants will be unsatisfied. In 
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addition, in many tases, one spending opportunity will preclude another. A 
new facility for the retarded, for example, can be located on only one site 
even though several may be desirable. 

WENTAl RETARDATtORI-AN ECONOMlSrS VIEWPOINT 

An economist approaching the field of mental retardation is confronted with the 
problems that; 

1. Conventional benefit-cost methods are not weU suited to analyses of niental 
retardation. Benefit-cost analysis generally is used to evaluate a specific program 
at a defined point in time. The menially retarded, however, are people, not 
programs. Their abilities and service needs vary widely and these needs may 
stretch over their lifetime. Ideally, one would estimate lifetime measures of 
benefits and costs. However, this is a difficult task, both empirically and con- 
ceptually. 

2. There is an astmishing lack of basic data on many important programs that 
serve the retarded . 

3. There are few clear statements of the goals of programs for the mentally 
retarded. The oft used terms, ^'normalization principle*' and **dein- 
stitutionalization" are philosophical statements rather than measurable 
definitions of program results. 

To add to the problems of analyses, the term "mental retardation'' itself is not 
precisely defined. The majority of professionals in mental retardation are 
reluctant to define the condition solely on the basis of IQ because IQ tests are 
.subjtxt to substantial errors of measurement depending upon the conditions 
.surrounding the test and the attitudes and physical alertness of the person being 
tested; and mc;t IQ tests are believed !o systematically understate the in- 
telligence of non whites, the poor, and physically and emotionally handicapped 
persons. Moreover, it is argued that persons able to conduct themselves normally 
in the community should not be labeled as retarded, regardless of IQ test scores. 

Therefore, mental retardation has usually been drfined on the basis of sub- 
average Intelligence functioning, which originates before childhood and which 
causes social incompetence. It is the last criterion that causes disagreement. 

Arguments against the criterion of social competence are that ii confuses cause 
tthe fact of being intellectually deficient) and effect nhe lack of social com- 
petence } and it obscures the fact that social failure results from the interaction of 
many factors ^racial discrimination, physical and emoUonal handicaps, etc.). of 
which IQ is only one, and frequently not the most important. 

The arguments against the criterion of social competence appear more powerful 
than those for it. In my study of *The Economics of Mental Retardation/' I 
utilized a definition based on IQ alone and accepted the usual cutoff point of IQ 70. 
It must be emphasized that a definition based on IQ alone should be used only for 
purposes of planning and evaulating services. At a clinical level it is altogether 
unnecessary and probably harmful to label a socially competent person as 
retarded, even if his IQ falls into the range designated as subnormal. 
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PREVALENCE OF MENTAL RETARDATION 



When I t^an my study, the state of epidemiology in mental retardation ec^d 
only be regarded as calamitous. Relatively few studies had been conducted: in 
fact, only 9 through l%5. The prevalence rates published by these siudQes ranged 
between 1.2 percent and i8,4 percent. Almt^t no effort to reconcile these dif- 
ferences bad been made. M(Kt statements concerning the prevalence of mental 
retardation ignored these studies and, on the t>asis of an IQ cut-off point of 70. and 
assuming that intelligence was normally distributed with a mean of lOU and a 
standard deviation of 16, asserted that the prevalence of mental retardation was 3 
percent,^ 

Most of the differences in the i^ults of epidemiological studio could be ex- 
plained by differeiures in the definition of mental retardation us^ in the studies 
(IQ leveU use of criterion of social competence), differences hi methods of 
collecting data (household survey versus agency survey), differences in methods 
of identifying the retarded i parental or agency response or rigorous toting 
procedures), and differeiK^es In the socionlenK^raphic characteristics of the 
population surveyed. When the results of the different studies were adjusted for 
these diffemices. remarkable simUarittes were found. A household survey 
utilizing rigcHtms testing procedures in a rural Maryland coiflity produced results 
almost identical to statewide agency surveys in Maine and Oregon. Among the 
more important conclusions about the epidemiology of mental retardation were 
that: 

^ Almost exactly 3 percent of the population is mentally retarded. 

Among children, the rate is a little at)ove 3 percent and among adults, 
because of high mortality, the rate is soniewhat under 3 percent, 

* Almost 12 percent of the retarded have IQs below 50, a percentage far in 
excess of that predicted by the normal curve. The majority of these severely 
retarded individuals are multiply handicapped. 

* Among whites, the prevalence of mental retardation is only 1.7 percent 
and among non-whites, it is over 12 percent, 

* Mental retardation is four times more likely to occur among children in 
the lower social classes than among children in the middle or upper social 
classes. 

It was a fortuitous t^lancsng of the above rates that caused the overall 
prevalence of mental retardation to be almc^t exactly that predicted by the nor 
mal curve. 

As exc^ moi-tality among the mentally retarded declines, the prevalence of 
mental retardation will rise in the future unless this decline is offset by preventive 
efforts. 

ETIOLOGY 

The question inevitably arises as to whether the unusually high prevalence of 
mental retardation among the poor and among minority groups r^ults from 
genetic differences. The importance of this que$ti<Mi can be stressed by noting that 
if the entire U.S. population hiad the same prevalence of mental retardation as 
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upper and middle class white children, the prevalence of mental retardation would 
iecline by 8« pertH?nt^ 

Most informed opinion argues that class-specific differences in the prevalence of 
mental retardation can be primarily ascribed to the effects of cultural im- 
poverishment for biased IQ tests) and to an above-average hazard of brain injury 
due to poor prenatal care, poor diet. etc. For one thing, there are large class* 
specific dilferences in the prevalence of severe retardation <IQ less than 50). 
Severn retardation is usually considered to be predominantly due to brain damage. 
In addition, most foster child studies show that the IQs of fester children* if 
adopted as infants, average higher than the population norm, and, in most cases, 
are far above the average IQ of thetr natural parents. The issue is confounded by 
the fact that the IQs of foster children are poatively correlated (r .30) with those 
of their natural parents and not those of their foster parents. Nevertheless, the 
effect of environment appears to be sufficient to explain existing IQ differences 
among demographic groups. 



PROGRAMS FOR THE RETARDED 

Resfdc^mml care (inctudinf public an<i private institutions 
for the retarded, and the retarded in mental health facilities^ 
general and chronic disease hf^tais, and Feda-at and 



State prisons) $1.6 billion 

Special education ^ „ 1.5 billion 

Regular academic education 7 billion 

Clinical care, vocational rehabilitation, sheltered 
workshops, construction, training, research, agency 

operating expenses .5 billion 



Income maintenance (^childhood disability^' beneficiaries 
under social security^ civil service retirement, railroad 
retirement, and the veterans administration and 
rnentally retarded beneficiaries under Aid to the 
Permanently and Totally Disabled and Aid to 

the Blind.) 4 billion 

Total 7 billion 



Such a listing of the costs of major programs for the retarded is useful to 
program planners who are concerned with the adequacy and coordination of 
existing programs It is difficult to imagine more useful purpose. The cost of 
these pn^grams does not. however, mea<5ure the value of all resources dev<^ed to 
the well-l>eing of the mentally retarded. Such a total would include the value of all 
normal consumption expenditures and would probably be in the $20 to $30 billion 
range. 

Another useful cost concept is th^tM develq)mental expenditures, i.e., the value 
of resources used to develop the intetiectuat and social capabilities of the retarded. 
This excludes consumption expenditures and is equivalent to the often used term. 
' investment in humans. ' 

Developmental costs were estimated by subtracting from the above data the 
following: U) income maintenance payments; (2) agency operating costs of in- 
come maintenance programs; and ^3) 20 percent of r^idential cost expenditures 
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{to adjust for institutional resources devoid to consumption purposes). The 
resulting estimate is $4.0 billion if we include research, training, and construction 
expenditure lajid associated agency operating expenditures > and $3 J billion if we 
exclude these ci>sLs m the grounds that they represent expenditures for fulurt» 
developmental efforts. 

This estimate is still low because the value of services rendered by physicians, 
psychologists, and psychiatrists were omitted as were the value of many social 
services rendered by State and local governments and philanthropic agencies such 
as homemaking services, protective services, counseling, guardianship, etc 

Economists frequently utilize the concept of **excess ctsts/* In the present 
ccmtext, this can be defined as the value of resources utilized for the retarded that 
wotild be available for other punM^^ if retardation did not exist, i.e.. if all the 
retarded were within the normal intellectual range.^ "Excess c^ts'* were 
estimated by making the fdlowing adjustments to the $4.7 billion identified as 
spent on selected programs : ( l ) incimie maintenance payments and 20 percent of 
residential care costs were subtracted since expenditures on food, clothing, and 
shelter are normal exp^ises that are incurred regardless of whether a person is 
retarded; i2) the costs of special education and regular education programs were 
r^laced by an estimate of excess educational costs since normal edwation ex ^ 
penditures are not a special cost due to mental retardation. Excess educational 
costs were estimated at $450 million and reflected the offsetting influences of the 
higher costs of special education and the smaller proportion of the retarded of 
school age actually in school; (3) ii^titutional costs were further reduced by $102 
million to adjust for normal educational costs. 

In 1970, the estimated '*excess co&V of mental retardation was $2.2 billion if 
research, construction, and training are included and $1 . 8 billion if not 

EFFECTS OF MENTAL RETARDATION 

Mental retardation may reduce a person's social and vocational adequacy in 
many ways. Most such losses, however, cannot be quantified, partly because 
needed data is not available and partly because we do not know how to place a 
discrete value on many of the effects of mental retardation, especially those in- 
tangible values that reflect moods and feelings— the loneliness of the retarded, the 
sorrow of parents, etc. 

For 1970. the following estimates were made: 

* If the mentally retarded in residential care had the same employment and 
earnings rates as their non-retarded age and sex counterparts, their total earnings 
would have been about $.7 billion. 

* If the non institutionalized mentally retarded had the same employment and 
earnings rates as their non-retarded age and sex counterparts, the increase in 
their eartiings would have been $3.4 billion. 

* If the percentage of retarded women with IQs below 50 who were occupied as 
homemakers were the same as for non-retarded women, and if a homemaker's 
services were valued at 75 percent of what women earn in remunerative em- 
ployment, then the increase in the value of homemaking services would have been 
$ 4 billion. 
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I npiild wi^^k, oihtT than hmnemaking services, performed at home te.g., house 
*ind Rardon nminit'nance^ or away from home tvolunteer work) would have in- 
creased b\ $ 1 billion had the retarded with IQs below 50 perfwmed these services 
at the same level as the non-retarded population { it was a^?;m^v^ that there was no 
loss of homemaking services or of other unpaid work among the mildly retarded). 

The value of the total loss of gainful activity xloss of earnings, homemaking 
services, and other unpaid work) due to mental retardation was estunated at $4 8 
billion In 1970. If to this total, we add the $2,2 billion that was estimated to 
represent ihe ''excess cost*' of programs for the retarded, the r^ulting total. $7.0 
billion, is an estimate of part of the social cost of mental retardaUon, i.e.» the loss 
of well-being due to menial retardation. 



SOCIAL ADJUSTMENT 

The conclusions that were drawn about the surprisingly high vocational success 
of the retarded are far more important than estimates of social costs. On the basis 
of 22 follow-up studies of the employment of the retarded, and 19 follow-up studies 
of earnings, it was concluded that: 

* 87 percent of mildly retarded males of working age are employed at a 
point in lime, a figure only f<Hir percentage points below the norm for adult 
males. 

* 33 percent of mildly retarded females are employed at a point in time, 
twelve percentage points below Ihe norm for adult females. This large 
percentage difference apparently does not reflect vocational failure as much 
as a tendency for married mildly retarded females to stay home and keep 
house rather than seek remunerative work. 

* A majority of both mildly retarded males and females marry and mam- 
tain stable families. 

* Earnings of the mildly retarded are also high, being slighUy in excess of 85 
percent of the population norm for both mal^ and females. 

* About 45 percent of adult male retardates with IQs l>etween 40 and 50 are 
employed . only about 12 percent of females in this IQ range were employed. 
Earnings are estimated to be onJy 20 percent of normal. 

*Bflow IQ 40. employment is infrequent. 

These conclusions are at variance with those of most follow-up studies which 
usually find much lower levels of employment and ^raings. This is largely due to 
the fact that mo'it follow-up studies have been conducted shortly after the mentally 
retarded left school and while many were still in their teens. Employment and 
earnings are low lor all teenagers, not just the retarded. 

When vocational faUure did occur among the mildly retarded, it appeared 
usually to be a consequence of the cwnbination of mental retardation with 
physical, emotional, nr attitudinal problems, rather than mental retardation 
alone. In fact, it is probable that gainful work is always po^ible lor persons with 
IQs above 40 unless precluded by the combined effects of addiUonal handicaps. 
The poor employment record of persons with JQs between 40 and 50 appears to be 
largely due to failure to provide needed vocational services. 
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VALUE OF PROGRAMS 



It was estimated that a miltfiy retarded male, age 18 in 1970. could expect to earn 
$503,000 over his UfeUme las compared to $764,000 for fion reUrded men) ( this 
estimate assumed a 2.5 percent growth rate of earnings and mortality rates that 
were 25 percent above the norm). The estimated future lifetime earnings of 
moderately retarded < IQ 40-49 ) mal« were $62,000 \ mortality rates were assumed 
to be twice the norm ) Unpaid work is not included in these totals. The estimated 
lifetime earnings of wwnen (including the estimated value of homemaking ser- 
vices ) were much lower, being $291,000 in the case of mildly retarded women, and 
$39,000 in the case of moderately retarded w-omen. These lower figures reflect 
lingering labor market discrimination and probably an understatement of the 
value of homemaking service. 

This substantial success of the retarded is dependent upon their being afforded 
opportunity for intellectual and social development in childhooi. and supportive 
services, if and as needed, as adults For retardates who are not institutionalized, 
by far the most important of these services in terms of resources cost is education, 
whether in .special education classes or in regular education classes . 

If the future earnings uf the retiirded are dihcounted at 7 jwcent, and divided by 
the discounted value of the estimated cost of their education, then the resulting 
ratios range from 4.3 to I to 8 3 to l for mildly retarded males depending upon 
whether all of their tniucation was m special education classes, or all was in 
regular academic classes, or some combination thereof For mildly retarded 
Homen, the ratios ranged between 2.5 to I and 4 8 to 1 uf the value of homemaking 
services is mcluded ; 

These ratios would be greatly mcreased if other benefits of education - unpaid 
work, reduced crime, greater psychic well-being, reduced institutionalization, etc. 
- were added to the numerator. 

In the case of the moderately retarded, these ratios ialU\^' *o exceed the critical 
value of "V which probably reflects the past inadequacy of educational and 
vocational services to this group 



FUTURE NEEDS 

One clear need in mental retardation is a greater emphasis on prevention. If the 
entire population had the prevalence of persons with IQs below 30 as the children of 
middle and upper class white, the number of persons with IQs in this range would 
have declined by about 55 percent or by a tout 133.000 cases in 1970. 

A second need is to provide community residences for the retarded that will 
enable them to live away from home with supervision limited to their individual 
requirements Group homes with varying amounts of supervision will probably be 
the primary means of meeting this need. It is probable that over m.im adult 
retardates could be placed ?n group homes some of whom are currently in 
residential institutions but many of whom continue to live with their parents or 
other relatives Many retardates, living at home, would gladly opt for a semi- 
independent life in a group home if such faciliti^ were available. 
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A Ihtrd need is to place mw^ emphasis on employing the retarded. Among the 
suggested changes are: < 1 > vocational rehabilitation agencies should develop an 
outreach program for adult retardates. Despite the great emphasis that has been 
placed on rehabilitating the retarded, the majority of retarded clients are referred 
to VR agencies directly from special educaticw clas^. Older retardates in need of 
VR sen ices are less likely lo be referred to VR agencies and, if refwred. are less 
lil^ely to actively seek out assistance; 1 2) sheltered work opportunities should be 
opened up m regular places of employment by re-engineering jol». paying below 
standard wages, if necessary, shortening working hours, providing special 
supervision, etc The immense diversity and productivity of American industry 
assures that retardates so placed will normally earn far more than they could earn 
in sheltered workshq)s 

;\ tourth and final need is to eliminate poverty among the retarded. In part, this 
can he accomplished by finding employment for many retardates. When this fails^ 
mcome mamtenanre payments should be increased considerably above ciaTent 
levels 

Finally, tnstituttonat reform is long overdue. Instituticoial life should not be 
synonomous wUh degradation and poverty. 

COST ACCOUNTING 

I'rograms for the retarded cost money. This money is not joyfully given, 
regardless of whether it is derived from public funds, fees for services* or 
philanthropy In general . programs for the retarded are not liberally budgeted. 

Tht' critical importance of cost accounting stems directiy from these simple 
observations Cost accountmg serves these major purposes: 

\ To explain program operations and the purposes for which funds are used. 

2 To improve internal program efficiency by enabling careful *>xaminaton of 
t'ach cost aem to see if the serv ices could be performed or obtained at less expense 
through a change in operating procedures, 

3 To provide a basis for evaluating the effects of a program to ascertain if it 
N^arrants expansion, or contraction 

4 To assist in comparmg allema*ivf» ways of providing services to ascertain 
which alternative achieves the stated purposes at the least cc«t. 

The last three purposes represent, of course, benefit-cost and cc^t*effecttveness 
analyses and can t>e combined under the more general term ''evaluation/* 

We can expect that cost accounting methods will l)ecome increasingly refined 
in the future as greater stress is placed on evaluation in order to improve internal 
efficiency, lo measure program effectiveness, or to compare alternative 
programs. These evaluation efforts will be greatly assisted if cost accowitfng 
procedures develop along the following tines: 

1. Concurrent with improving cost accounting methods we should develop a 
system of 'output accounting/' i,e.» a detaUed accounting of what is achieved by 
each expenditure. For example, one should not look at a food budget without also 
considering the nutritional value of the food that is purchased, its variety and its 
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appeal A low laundrx charge is no virtue if resident wear soiled clothes or sltH'p 
on dirty Jinen In short, for any expendituriv there is. or should be. a dt^sirahle 
effect that is identifiable «ind measurable. 

The overall in;pitet of each program on well-being should be meticulously 
identified and measured. An institution does not merely provide residential care 
It providi's a life style whose quality may be judged by the cIotht*s clients wear, the 
food they eat, the condition of Iheir living quarters, the amount of community 
contacts they make, etc 

Rational evaluation and decision making is simply not possible in the absence of 
knowledge of the various effects of expenditures. 

The development of an "output accounting" system should not be impeded 
because outputs cannot always be expressed in monetary terms. In fact, n^o^t 
output variables will need to l)e e^f^ressed in non-monetary terms In con- 
sequences, many benefit measurv*?^ 'I be non-additive. How does one ad<l 
together a twice weekly change of *^ ets and nutritious and appetizing diet 
Nevertheless, identifying and measuring these positive effects uf pro^iram t x 
penditures would greatly improve decisiim-inaking processes 

2. Standardized data items for cost variables and output variables should Ik* 
developed and, insofar as possible, utilized by as many facilities as possiMr ami 
continued in an unbroken series over time unless clearly superior data item> are 
substituted. Such standardiEation is essential if cross-validation of evaluation 
results is to occur and if cmnparative evaluations are to be undertaken. 

:v Cost accounting usually identifies expenditures act^ording to conventional 
budget line items such as the salaries of various classes of workers, provisions, 
rent, etc Kvaluation, however, requires that expenditures be distributed ahmg 
functional lines, food service costs, dental costs, educational costs, clothing costs, 
etc. Cost accounting items should be developed along functional lines Of cours4\ 
a highly detailed cost accounting system will distribute the conventional items 
among the functional items 

4 The development of a functional list of cost items will face the problem of pint 
overhead costs Kxpenditures on janitorial services or heating, for example, must 
t>e allocated among the various departments in a facility. Although a number of 
allocation schemes have been suggested, it is often preferable to report the in- 
formation m Its whole form, and leave the allocation, which will be arbilrary at 
best, to those persons who undertake subsequent evaluations based upon the data 
Some allocation of manpower costs will, however, be unavoidable. 

5. Some data i!ems» in both output and cost accounting systems, will be difficult 
and costly to collect on an ongoing basis. In these cases, the information should be 
periodically collected in representative samples. Such sample inlormation can 
alter a high degree of accuracy, often exceeding that of carelessly completed 
universe reporting 



^ It should be noted that there is no such thing as a non measurable variable 
since if it can be defined, it can be operationalized. It may require a considerable 
effort to do so. however 
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^Ronald W. Conlty, Sgff^ffqjffi 9f Me^^ft^ ^^pr^Uon, (Baltimore: Ttie 
JcAn Hopkins Press, 197S>. 

^ It is not nece»»ary to make a distinctim between fixed costs and variatde 
costs. Fixed costs are periodic payments over whidi management has no cwbrol. 
The loss of benefits <tegal acUm, inability to qterate business) tntn failure to pay 
these costs are sufficiently large that only dke financial straits or a declaim to 
cease operations can justify non^yment. 

''The information cited in this paper is taken from my book* Ecomanii^ of 
Mental Retardation. 

^ This estimate is tiased on a comprehensive epidemioli^ical survey in Me 
Maryland county in which .64 percent of the children of middle and upper class 
whites are retarded. Tt^se findings arecosisistent with other stwUes* 

^ One could consider ani^r situation where the retarded were sikUienly 
removed from the face of the earUt alti^ett^r, thereby reducing the pofwlation. 
Although not discussed here, this case is not as far fetched as first af^^ears since 
preventicm of mental retardation occurs by preventing the birth of children known 
to be, or at high risk of t>^ng. mentally retarded. 
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raOGKAM BUDGETING M A MULTI-SERVICE 
CENTER FOR THE HANDICAPPED 



Tom 5. Frasier 

THE ACCOUNTABILITY MOVEMENT 

Accountability is the watchword today. We are at a point where local, state and 
federal ofTicials are demanding some answei^ from us. It is our job to prove 
whether or not we are doing anything and, if we are doing Mmething. what it is and 
whether or not it makes sense in terms of the amount of money that we are 
spending to do it. 

As you discuss pn^ram planning and management systems, management by 
objective and accountability systems, you should never overlook the veiy core of 
the issue i.e.. any system we design must be client-oriented. If the syst«n is not 
designed to specifically relate to the individual, and the ^vlces delivered to him. 
then it isn't worth a damn, 

On the other hand, the reality is this - we need dollars, we need cooperation, and 
we need people fo understand the goals of our programs. The time has long since 
passed when we could go before a committee of the state legislature, a federal 
agency or any public or private fundiug body and say, •'We need $100,000 next year 
to run a program for the retarded.** 

*'What are you going to do?" 

••We are going to help kids/' 

It just doesn't go any more. It doesn't wash now, and it probably shouldn't ever 
have. 

DEVELOPING A MANAGEMENT INFORMATION SYSTEM 

I believ e that we are on the brink of developing some really fine serv ices for the 
people of Arkansas. We are reaching a point now where we can furnish some an- 
swers based on relevant data. 

My colleague. Jack Stout, and I came to Arkansas a year and a half ago We 
recognized at the time that the community centers for the retarded throughout the 
slate had limited tools with which to justify their service programs fo their clients, 
relatives, the Arkansas Legislature and the State Developmental Disabilities 
Office. So we began working to develop a system. Actually, to be quite frank with 

r^^ni S. Framr is FroH'i't Ik^vtlt^pnu ftf Ofjivir jor tin' Arkansas Re- 
gio^ai Medical Progratti, In his previous position Khh the Xehraska 
Depart mem of PuhUe Welfare. Mr traxier wus one o} the aretiiteets of 
that state's flew system of firtanem^ a full range of amtniunitv seniees 
for the menfuily retanlvd. tie also has sensed ax a eon$ulrant on the 
Je*e!opmenr ami funding of day care programs for retarded children 
and IS eo-iJesigner of n management informgtion and program budget 
system developed for Jenkins Memorial Children's Center in Pine Bluff 
Arkansas, 
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you. when we started out, we had no intention of developing a system. We were 
working with the Jenkins Center in Pine Bluff, Arkansas. They w^e having a 
dissenting dialogue with the State O^ice of Developmental Disabilities and the 
Welfare I^partraent. Jenkins was pursuing this dialogue because state c^ficials 
from different departments were saying. "Look, we've got some Title I money in 
your center, we've got some Title IVA money there, we've got some DD-MR 
money, we've got so^e state money and we've got some local money, and we're 
just not sure exactly w hat services tho^ dollars are being used for, and for which 
people. And, as a matter of fact, we suspect that there is swne duplicative 
funding." As ;» result, several state agencies were reluctant to maintain or in- 
crease their support for center programs. 

Because of this situation, Jack and I went to work to helpthe Jenkins Center get 
the information necessary to answer questions concerning the programmatic 
purpi^s for which dollars were being spent. Eventually, we got to a point where 
we could draw a picture of a child on a blackboard for the Department of 
Education, for example, and tell them, that this pwiion of the child's expense 
were being met with their money; simultaneously, we described the services 
which he received for those dollars. This was the kind of graphic d^ription that 
the funding agencies needed to make appropriate decisions. 

Incidentally, as we went along, we found out, by accident, that the kind of in- 
formation we were developing withiri the Center was the kind of information that 
the director needed to make internal fiscal and programmatic decisions. This 
discovery proved particularly important at the Jenkins Center since the director's 
philosophy was great but his administrative abilities were lacking In some key 
areas. 

The internal management information system we developed at Jenkins C^ter 
has been in operation now almost one full calendar year. We call it the Jenkins 
System, quite obviously, because it was first developed at the Jen'cins Cfentcr for 
Children in Pine Bluff, Arkansas The system gives the director ifte kind of an- 
swers that he needs to direct his program and the kind of output that he needs to 
justify his program to funding agencies, Let me review for you some of the 
es^nttal ingredients of this approach to analyzing program and budget data. 

THE JENKINS SYSTEM 

Traditional budgetmg procedures have, in the past, discouraged the mixing of 
chents vfhose service costs were paid from several different funding sources. 
Client placement has often l^en determined more by the needs of the funding 
mechanism than the needs of the clients. Many local, state and federal ad- 
ministratorf, have been reluctant to commingle funds from several sources. This 
reluctance is understandable in the at^sence of administrative information and 
budgeting procedures which would allow those responsible for fiscal ac- 
countability to demonstrate with complete accuracy where, for whom, and for 
what the specific funds were being spent Not only have clients of service 
programs l^en systematically segregated on the basis of their r^pective source of 
funding, but also services have been segregated to some extent for the same 
reasons. One funding mechanism may be, for example, to provide for remedial 
training and behavior modification but not for special education services. Another 
funding mechanism may provide for special education services but not for 
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physical therapy. And still a third may provide for the direct medical costs in- 
volved in prescribing physical therapy but will not support special education 
services, remedial training or behavior modification. Finally, private donations 
may be earmarked for only one service, such as teaching deaf children how to talk 

With the traditional line item budgeting system, persons responsible for 
guaranteeing that certain mowys are spent in certain ways and only for certain 
types of clients have virtually no way of proving that their monies were spent 
appropriately. Nor can they determine that duplicate funding was not involved. 

With the Jenkins System, however, these problems are virtually eliminated. 
Dollars can be traced on a per client, {^r service basis. By way of illustration, we 
can tell that Johnny Jones had two ^rvice units of speech therapy June 13 and how 
much it cost to deliva* that service • not only in terms of actual personnel costs, 
equipment, etc.. but also in terms of volunteers and any shared equipment costs. 
So we come up with program value and program cost, which happens to be a very 
powerful tool when dealing with the legislature and funding agencies. Persons 
responsible for monitoring various funding agencies can easily verify that the 
funds for which they are resjwisible, in fact, were spent in accordance with their 
respective r^ulations and guidelines, goals and priorities 

In terms of service delivery, this means that a comprehensive service program 
can be created and managed effectively, aient placement can be determined 
solely on the basis of professional a^essment of the client's needs rather than on 
the basis of some extraneous funding consid^tion which has nothing to do with 
what might be best for the client. 

By sharing facilities and staff in combinations that will produce the most ef- 
ficient package of services, a more effective utilization of the available resowces 
can be achieved. This feature is of particular importance in applying federal 
funding regulatims in rural communities where the setting up of a separate 
program for each funding mechanism simply isn't feasible. By assessing costs of 
service delivery for each program comp<Mient, agency operators as well as state 
level supervisors, legislators, consumer groups and federal auditors can begin to 
compare, on a rational basis, the costs of the services that they are purchasing. 

. Until recently such a sophisticated management information and program 
budgeting procedure hasn*t been available in a form sufficiently simplified for 
widespread implementation. The Jenkins System has been deliberatt^ly designed 
with both the sophistication and operational simplicity neces.«^ary for widespread 
application. 

IMPACT OF THE JENKINS SYSTEM 

L^t me tell you what this has done for the Jenkins Center. The Center is a multi- 
service program serving one hundred and fifty clients **in house / and two to three 
hundred clients per month on an "out client*' basis, including children who are 
deaf, mentally retarded and cerebral pa!sied. Recently, the Center received a 
contract from the League Schrol in Brooklyn, New York which will permit the 
staff to add services for emotionally disturbed children. 

The new management information system has given the Center*s administrator 
some real decision making tools for the first time. 
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He doesn*! have to a super adnUnistrator; he doesn*t have to have a lot of 
those tools inherent in his own experience. He can now obtain the needed answers 
from his service pn^ram cat^ory coordinators. These peop]e«who are respon- 
sible for specific kinds of services that are delivered to the children, can provide 
concrete data on such questions as: what is the staffing pattern; wtuit is the 
program emphasis; what kind of problems are they addr^sing; which kids are 
they seeing everyday ; and where is the money going. 

If. for example, you decide that your primary goal is to improve the com- 
munications skills of your clients and suddenly you find out that only one percent of 
your budget is going for that kind of service activity, you need to either change 
your goal, or put more dollars into the realizati<m of that goal. Planning* staff 
configuration, and the kinct of decisions you make are made much more readily by 
having the kinds of informatifn) that are available through a good management 
information system. Service unit costs for each child vary every month because of 
Uie difference in staffing patterns, the difference of equipment purchased, etc. 



IMPLICATIONS FOR THE FUTURE 

I might add that we plan to integrate a more sophisticated client tracking system 
next . Our present system tells us where tte client was, who served him , how many 
dollars were involved and basically what sort of results were achieved. With a 
good client tracking system we would be able to attach the dollar figure to the 
behavioral changes. In this way, we could say that Johnny Jones entered the 
program July 1 at a certain behavioral level. We served him until the following 
DecembCT at a total cost of $496.10. We could identify the professional staff and 
equipment which were involved in delivering these services and the behavioral 
changes which took place as a result of the services delivered. 

That is the kind of information that is going to be necessary to convince state 
legislatures and funding sources that what they are buying makes sense. We must 
have convincing evidence that the product is worthwhile, in terms of the dollars 
that are being paid for it. That kind of accountability is necessary at all levels. 

Let me close by saying that when you introduce a system that tells you what your 
staff is doing, for whom, at what cc^t, and with what kinds of results, it can be a 
very threatening experience. Those of you who are moving into this area of ex- 
perience had better realize that there are going to t» people that are resistant to 
this kind of change. They re not just resistant because it is a change, but because 
it makes performance accountability a reality for them. For the first time, what 
they are producing, the kinds of dollars they are spending and what's happening 
with the clients whom they are serving is really going to be measurai and they will 
have to be responsible for their work. So, implementation of a comjwehensive 
management information system which is totally cliait-oriented and based w a 
client advocacy philosophy may be threatening , and it may be difficult, but I think 
it is worth the cost at any price. 
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COST ACCOUNTING WITHIN A PUBUC RESIDENTIAL 
FAaUTT FOR THE MENTAUY RCTAROED 



Sorman B, Pursle\\ M,D, 

Kai:h of you tias received a copy of the PV per diem analysis for 
Gracewood State School and Hospital*! invite you to take this report home with 
you for a better review than time now allows. As you look at this document later, I 
expect that three questions will come into your minds: <i) Why has this report 
t>een prepared; i2) How was it prepared; and i3) What is the information used for. 
In the next 20 minutes I hope to answer th^ questions for you» not com- 
prehensively, but well enough to provide an appreciation of why I support this 
undertaking at my institution. 

NEED FOR iNSTiTUTiONAL COST ACCOUNTING 

I will begin with the question concerning our reascm for preparing this formal 
cost accounting report. For over twenty years I have served as superintendent of a 
public mental retardation facility. During most of th<^ years, 1 didn't need to 
concern myself w ith being answerable for how I spent the public dollar. I don't 
mean !o imply that we didn't feel we had to do a good job, but there was no 
structured mechanism for accountability imposed upon us. Part of the reason was 
ihat it took all the money we had to provide the basic necessities such as food and 
shelter for those in our care. In :he !%0'5. however, a reform movement in the field 
of retardation and other human service areas brought on a demand for improved 
conditions and new programming. Tax dollars became more abundant, but they 
also became more competitive as each new program demanded i^s share of the 
limited financial resources. We soon fcHind ourselv^ being required to justify and 
account for each dollar spent. The once simple budget process became 
sophisticated and we were hard pressed as managers to meet the demands it 
placed upon us. II no longer sufficed to make money decisions based on minimal 
cost information; too much was at stake. Alternatives to institutional care 
emerged : new institutions were constructed; standards were established, tn short, 
managerial sophistication and technology had combined to all but overwhelm the 
practices of the past. 

Recf^ntzing the necessity for better financial and managerial information at the 
institution, in 1970 we expanded our staff to includea management analyst directly 
responsible to the superintendent. The first project given him involved the 
development of the report you now hold. This decision to prepare a more com- 
prehensive cost accounting system seemed imperative in light of our in- 
formational requirements. 



Norman R Purshy. M,D., n Supvrmreuiii nt of (irai vwood State School 
and Hospital in irvorgia, a posirion ht' ha% held jor 22 years. He hax rv- 
evntly tnitiated a unit-hy-urtit aKst aeeitunting system at (JraeewotHi a% 
a tofd fipr impro ved management. 
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COST FINDINGS TECHNIQUES 



Oitcf" a decision had been made to develop a cost accounting system, four key 
questions emerged s^Iative to the format of tbe final repwt. Wtot would be the 
focal point or cost center used in the analysis? What time period would the report 
cover? Hou would costs be represented in terms of tbe cost center? Wluit degree of 
accuracy would be feasible and acceptable? 

The answer to the first question became apparent almost from the beginning of 
our discussions. We knew we wanted information wttich could be used for cost 
comparisons internally and with alternatives to institutionalization. Cost of care 
per n^ident was the obvious ccDimon denominator and we chose this as the focus 
of our .system. At Gracewood, residents live in cottages r^ecting homc^eneous 
groupings. For this reason, each cottage and ^ch ward was ^taUished as a cost 
tenter ; that ir ^ all c<K»t would be allocited to the r^ldent by living area. 

The second question— what time period should l» used^required more con- 
sideration but became obvious when all the facts were examined. Ideally a cost 
report should t)e available as soon as possible after the expenditures occur so that 
interna! controls might be applied to wayward cc®ts. However, there are some 
tradeoffs to be made betMeifl the value of receiving timely information and the 
costs associated with preparing it. In our case at Grawwood, timely information 
uas n;^t readily uvaiiable The state accounting system was not grared toward 
rapid consolidation and reporting of costs. Com^equentJy, it was not feasible for us 
m preparing a monthly or even quarterly cost analysis without prohibitive effort 
on the part of our accounting department at Gracewood. We decided, therefore, to 
h3^e our cost report on an annual accumulation of c<^ts corresponding to the state 
fiscal >ear Ihesc annual preparation criteria covid draw on state financial audits 
as resource documents and would corr^pond to the annual per diem ^tablished 
for 4)fher state insticutions. 

The third question to be answered dealt with the method selected to represent 
c(^ts. There are a variety of cost classifications which could function ap- 
propriately within a given per diem reporting format ; for example, direct care, 
medical support services, physical support services, administration or simply 
fixed, variable and overhead costs. For {;racewocd*s purples, the selected cost 
designations had to serve two purfKises. First, they had to he reo^nizatde— that is, 
our Staff needed to familiar with the terminoli^y in order to make it 
meaningful. Second, it needed to be cmisistent with the sources of financial in- 
formation available to us. We did not wish to create work by forcing data already 
available into a totally different reporting format. It was decided, therefore, to 
express costs in categories based on our internal budget imits. Traditionally^ 
Gracewood's budget units have corresponded to the organization of the institution. 
For this reason, they were the ideal ch<»ce in meeting the criteria of familiarity 
and availability. 

Gracewood has two major organisational divisimis charged with direct care 
responsibility. One <rf these is Cottage Life. Page 25 of the study, for example, 
reflects the per diem for a cottage within this division. Note the description at the 
bottom of the page. This has been included to provide a basis for comparison. I am 
sure each of you has a living area for residents with similar charact^stics. 

The cost categories at the center of the page reflect the organizational structure 
of the institution as described above. This choice allows each division or depart- 
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mem head to see his efforts reflected as a per diem charge. The approach is 
particularly valuable in comparing departmental services among the cottages. I 
will refer to this more as I relate our uses of the report to you later in my presen- 
tation 

The final question facing us in 1970 concerned the degree of accuracy to be ac- 
cepted in allocating casts. Here again, trade-offs between accuracy and costs in 
time and effort were determining factors. At Gracewood, personnel cc^ts 
represent almost so per cent of our total annual budget. It would seem imperative 
then that such costs be reflected with substantial accuracy and ideally we set this 
as our goal. Howe\'er, it soon became obvious that not all personnel services 
charges could be treated the same. By their nature certain types of costs defy easy 
allocation with a high degree of accuracy. For example, how does my salary relate 
to a resident in a given cottage. A sophisticated cost system might allocate this 
expense across all areas of the institution as an overhead charge and then in^ 
directly reflect it onto the living area Such a treatment has conceptual appeal, but 
in a practical sense, lies well beyond our ability and time. The marginal gain in 
accuracy provided by sophistication is exceeded by the costs to us in obtaining it. 
Many of our costs, therefore, were allocated directly to the resident as an equal per 
resident charge. 

There were other costs, however, for which accuracy in allocation was an 
achievable goal. Fortunately these included the larger portion of the total per- 
sonnel services cost and also represented those operations which were most 
responsive to changes in managerial policy 

You may have already noted that the first line»)n page 25 < *Cottage Kife Direct 
Care Personnel**) represents the single largest expenditure among the defined 
categories This cost reflects all attendants. LPN's, and RN's assigned to the living 
area during the fiscal year under consideration. We make a great effort to ot>tain 
accurate personnel listings for each cottage as the omission of even one attendant 
would substantially alter the direct care per diem. State payroll records are 
reviewed to make certain that the correct salary is allocated. This high degree of 
accuracy better enables us to evaluate the effects of census and staffing changes 
occurring w ithin the year. It also gives us a larger degree of confidence in the 
overall per diem for the cottage. 

Training and Recreation is another cost category in which an ex^ra effort is put 
forth to obtain accuracy. All classroom teachers' salaries are allocated to thosp 
cottages from which their students come. Those teachers with a unit or cottage 
assignment are also allocated only to th<^ areas. Recreation personnel services 
are similarly treated. As a result we have achieved an accurate representation of 
costs for an area which substantially dominates program costs. Comparisons 
within this category r^lect our emphasis on progranmiing for differing levels of 
age and retardation. 

Food Service also represents a large component of the overall per diem costs 
and those expenses have been determined with the greatest feasible accuracy. 
Costs per meal include raw food, cooking and serving personnel, and all food 
service supplies. Cost comparisons in this category are useful in pointing out the 
economics involved m volume vs. specialized food preparation and service. 
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I could go on to explain our approach to each of the defined c<^t categories; 
however, I hope that I tove already provided you with a sufficient appreciation of 
our c(»ting techniques. In brief* we have accurately identified those costs which 
can be directly related to the resident and allocated Ihem accordingly. The 
remaining costs have been allocated equally per resident. In both cas<^ we made 
the choice of treatment based on the value of increased accuracy vs. the cost in 
time and effort to obtain it. 

USES OF COST INFORMATION 

So far I have told you why we initiated a cost reporting system and how we went 
about preparing it. Now I would like to relate some of the uses we have made it 
and some we hope to {to in the future. 

Earlier in this presentation, I mentioned our desire to develop data which would 
be useful in comparing our costs with the costs of alternatives to institutional care. 
We know the per diem chaise for fester homes ^n Georgia is $4; group homes are 
expected to cost $10. and nursing homes average a $13 per diem. Ihrough the per 
diem analysis, we can compare the economies of these placements with our costs 
for an individual resident. Krequently in the past, residrat placements v ?re 
viewed as economical if the alternatives were cheaper than our average cost. Y^is 
conclusion could have been erroneous given that the actual per diem at Gracewood 
ranged from a low of $12.43. A placement from this least expensive area* if 
evaluated at our institutional average per diem of $20.15. would provide a 
misleading economic comparison. 

We also hope to use our per diem c(^ls for comparisons with other residential 
facilities. I have not yet seen similar cost reports Uvici another institution, but I 
look forward to the opportunity to make a detailed comparison when one becomes 
available. I would hope to learn a lot about your institution from such a report, 1 
would also hope to recognize those areas where you may be providing more ser- 
vices for each dollar. In general, the interchange of similar per diem data should 
enable all of us to benefit from the other's experience. 

Perhaps the greatest potential of our per diem report lies in its use as an internal 
management tool. Note that I said potential, for I must admit that we have yet to 
take full advantage of the information available. In the time I have remaining I 
would like to relate to you first, the benefits we are realizing, and second, those we 
hope to achieve. 

Our primary use of per diem information has been in recognizing the effects of 
policy changes on cost We have now prepared three annual cost reports. With 
each additional year we gain new insight into cost behavior at the institution. As an 
example, look at the comparison of the direct care cati^wy on page 8 of your 
report. Since this area was investigated with great intensity, we have been able to 
substantiate and identify the factors contributing to cost changes. Any one cottage 
could be isolated and examined, but for now, let me generalize on some of our 
findings. Cost increases result from three types of change— salary increases, staff 
Increases, and census reductions. Our state merit system has built in salary in- 
creases which are generally predictable. Because of this we are noi overly con- 
cerned with a cost increase falling within the range of salary increments. 
However, a radically different cost increase can be attributed to either or both of 
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tte remaining factors. During the three year period of the rqwt. we were ex- 
panding staff for small groupings of residents and reducing census to reach our 
certified bed capacity. As a result, »e frequently experienced some of the larger 
incr^ses reflected on this page of the report. Through the per diem analysis, 
however, we feel more able to defend and explain the cost increases. We can also 
say with confidence that it is nd a trend, but rather a reflection of a shift in 
managerial policy in the direct care area. 

Our ^cond major internal u» of the report has been in cKt control. This is also 
the area where we have the most work still to do. A powerful tool is not easily 
wielded without experience and our experience is still very limited relative to the 
potential of our information. We have been able to influence some costs, however, 
and I would like to cite for you (me example. 

In FY 1970, the year of our first report, social services resulted in the per diems 
shown on the insert to your report: 



Since these costs were based on social worker assignmrats, the wide range of 
costs represented a management decision and not an uncontrolled variable. We 
asked ourselves several questions as a result of these costs. Is the range of costs 
actually a reflection of our social service priorities? Is social service 12 times 
more valuable in Cottage S than in the Infirmary? As a result of questions like 
these, we reexamined our assignment of social workers and established a more 
equitable distribution of costs and ^rvtc^. This is only one example of the use of 
per diem information in c(»t control. 

As my final comment, I would like to relate to you our plan for expanding this 
function. We are on the verge of obtaining a new and more powerful cmnputer. 
Through its capability we hope to produce a monthly per diem report without 
sacrificing any of our present accuracy . The timely receipt of this cost information 
will reflect immediate changes in per diems resulting from changes in controllable 
variables. Our management can then act quickly to correct poor decisions in any 
cost category. We also hope to obtain comparable cost data from oUier facilities 
for the retarded. FYom these a pattern of costs should emerge to which we can 
compare ourselves. / 



As state program coordinators, you will face incr^singly complex decisions 
relative to developing and utilizing alternatives to institutional care. Identifying 
per diem costs can be a tangible benefit to you in evaluating the economics of these 
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alternatives. I highly recommend to you the implementalion of a standardized 
state-Wide per diem reporting system as a tool for belter program planning and 
realistic evaluation. 



* FY 1972 Per Diem Analyse, Gf jcewood State School ami Hosy^tat, Gr^rewood, Georgia. 
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MEASURING THE COSTS AND BENEFITS OF 
ALHRNATIVE SERVICES FOR THE MENTAUY RHARDED 



Arthur Bolfopi 

Arthur Bolton Associates conducts public policy research in the human services 
field Much of our work during the past ^vera! years has been concerned with 
state%^'}de systems for the mentally retarded. 

We have designed mental retardation pn^rams and enabling legislation in 
ralifornta. Hawaii. Missouri, and Illinois, We are currently active in Penn- 
sylvania. Nebraska, and Indiana. 

Until recently almost all of our work in the retardaton field concerned the design 
of community service systems-^alternatives to the traditional state institution. 
These efforts have been founded on the assumptions that services in the com- 
munity are more desirable and less costly. 

Such assumptions are not difficult to sup|K>rt. Studies of comf^rably hand- 
icapped persons can be produced to verify the contention that "community is 
better than mstitution,*' and idealogical concepts such as "normalization*' can be 
used to supp<M-t the expansion of noninstitutional programs. Furthermore, com- 
parisons of institution and noninstitutional costs by mental retardation program 
leaders almost always seem to favor the community program. But these com- 
parisons generally tail to include the "hidden e^t&" of special education, public 
health, welfare, and other suppi^tive programs in the community, because these 
exists are part of some other agency's bucket, the fragmented-agency -by -agency - 
budget used in most states is simply a mirror image of fragmented programs 

The fact ts that very few large systems-or even small ones -produce good cost 
mformation And very few programs produce reliable information about the 
results of their work. Nobody is systematically relating good cost information to 
reliable outcome information, 

huring the last few years the content of our work has been changing in response 
to a new generation of questions: Legislators are now asking: why do the costs in 
our state mstitutions continue to rise despite the big investmr nt we have been 
mr.king in community pn^rams? We were told state costs would go down if we 
developed community programs, 

Sonn^ parents of the retarded are asking: How do we know that the community 
pmgram is better for our children? Wouldn't well funded institutions be better-at 
least for the severely and profoundly retarded? 
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Those who fund and operate community pn)grams are asking: Which ser\'icra 
aremc^ effective? We only have so much moiiey and everyl)ody wants more than 
we can provide-hou do we decide? What hasis do we use for establishing 
priorities? 

The vague assuramt^ and assumptions v\ scr\ ice protessionals arv fio Innser 
sufficient gnmndv lor lontmuwi public i»xpeiKlilurt»s l.rgjsIatiMs who aulhi>ri/e 
and fuij<t these prr»^ranjs. .idministraturs resj^msitil*- Un tuana^emrnt and 
spemiiniS and an inquisitive ta\p%iytng public want u> knou what they ;ti<» busing 
The> nwd and rii^^ervc- tti Ik* shown results. 

Agency administrators and staff also need a s-ounri empirical basis for decisions 
concernmg staffing le\els and mixes, servtw metlnxtulogy. and appropriate ap- 
phcation of agency resources We t)elieve that such di^cisions are best marie on the 
basis of reliable and cimsislent information regarding the relative costs and 
measured results or benefits of human services. 

I plan to summarize a useful approach that ue have been developing to produce 
coit-benefit information for dtnrision makers. 

The credit for havmg invented the system goes to Dale Tarter, our director of 
riwarch. and to Dr. Frank TrinkI, one of this country's outstanding 
econonu*tricians and policy analysts w ho has given us consultation and technical 
assistance during the past two years. 

In the time permitted, I can only outline the framework of a system. Our ap- 
pn>ach is based on four principles. 

I Kffei tiveness is defined hv output measurt^ Utten. evaluation efforts asst^s 
performance by relyjiig on 'pnK'css indicators** such as caseI<Kid. staff 
qualifications, accessibility, siaffn lient ratios, hours of service delivered, square 
footage, and physical facility standards 

The intelligent use of such standards can establish minimum conditions for 
health and safety But while these indicators help describe how human services 
are delivered, they do not reveal accomplished. 

Rather than assuming that certain process criteria guarantee desirable results, 
we prefer to define and measure service outcomes dTCctly. ^Tien know n outcomes 
ran be nssociated with specific process indicators, appropriate conclusions may 
then be drawn concerning how desirable results are to be achieved 

2. Human service output measures are client centered. Human service 
programs are ^sold" to legislators, taxpayers. Ijoards of trustees, foundations, 
and private contributors on the basis that the people to be served will t>e •helped.'* 
and. indirectly, the community as a whole will "t>enefit ''Accordingly, human 
services are expected to "produce" changes in the person served-^ither in terms 
of individual 'unctioning or life situation. The tuisic unit of measurement is the 
individual client. Output is defined as the changes observed and recorded for 
dii^rete client populations 

Benefits of human services are defined in terms of relative dq>endence- 
independence and program effectiveness is measured by changes in the relative 
dependency of groups of clients. Not all human st^nice **^utputs" are t>enefits. 
Stmie client changes may be irrelevant to the purposes for which a program was 
funded: other changes may be detrimental to these purposes The object is to 
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define and measure only tho$e cUenl changes that relate to a consistent statement 
of imrpose or program goal. 

Since human services are provided to improve or maintain the physical, social* 
and productive capabilities of clients, it is useful to conceptualize a scale of 
relative dependence measured by amount or type of specialized inputs or help 
required. 

For iHjrposes of pn^ram evaluation, discrete d^rees of dependence based on 
specific kinds of help required can be defined for different t$^eX groups. The 
movement of groups of clients from one degree of d^ndency to another can then 
be used to measure the achievement of program performance objectives. 

4. Costs are to be reported for individual clients and distributed by outcome 
category. Since perfwmance objectives are not defined or reported in most states, 
it is not surprising that cost data is not outcome-specific. Budgets are usually built 
on the basis of current fiscal year expenditures with automatic percentage in- 
creases. 

As service effectiven^ can only be determined by measuring output against 
objectives, cost effectiveness can only determined by relating costs to output. 
Three factors influence the way c<^t data should he cdlected : 

A) Different client p<^ations (^Marget groups'*? may require different ob- 
jectives; 

B) Each client may receive different services or service mixes of varying in- 
tensity, from different agencies; 

C) Program decision makers will want to analyze the relationships between 
diagnostic de.u »graphic» and treatment factors on the one hand and client coste 
and outcomes on the other. 

The best way toawure that the data baee will yield useful benefit-cost figures for 
a variety of ctient^ervice-outcome combinations is to tie cost determinations to 
the basic unit of analvsis-the individual c}i^j^i Accordingly, we have found it 
useful to employ a unit-of -service cost reporting method that calculates how much 
it costs an agency to deliver a standardized amount of each service type-including 
distributed supervisory, administrative, and staff training costs. 

This procedure tells us the cost of serving a client diring a specific time period- 
usually Che fiscal vear. In addition, service programs may have an impact m long- 
range system c<«ts that are not reflected by the measurements outlined above. 
For instance, placing an institutionaJixed client in a foster home has long-t^m cost 
implications far beyond the cost of making the placement. Projections can be 
made concerning the length of time clients stay in various living situations and 
expected long range jniblic maintenance costs and ongoing service cMts can be 
added to placement costs, expected benefit-cost ratios may be derived for client 
groups, service mixes, and ag«ici«. These figures will reflect additional costs or 
savings accomplished by service programs. 

I will now quickly review the stei» involved in setting up a reporting system 
t>ased on the four principles 1 have outlined. 

First, target groups are defined. Target groups are mutually exclusive 
populations for whom objectives can be set and measured. Age and d^ree of 
dtsabtlity are usually the major factors used to define target groups. 

O 47 

ERIC 



The secimd stq> involves formulating objectives for each target group We 
i^uatly seek some criteria that determine the relative independ^ce^ependence 
of our target groups These criteria must be easily observed and quantified: they 
must relate directly to the range of individual needs and problems of the target 
group: they must reflect major areas of concern and public expenditures. 

IlJirjj. we have developed a system for distributing the population of our target 
group on a matrix-or grid- which shows tl^ number of {arsons in various slates of 
dependency and independence a! any point in time. Individual diem status reports 
are analyzed to redistribute the target population over lime. This periodic 
redistribution is the basis far measuring past movement and for projecting luture 
system performance. 

Fourth , it is necessary to value weight different types of movement to reflect the 
program's objective. For example, is it more important to move a client from a 
foster home to an independent living situation without any change in his em- 
ploy mer* status, or is it more important fo train him (or and place him on a job 
withou M i/ change in his living situation? 

Is it k,-.^;e important to train a group of children in baac living skills to enable 
them to ymer the public school, or is it more important to move another group of 
children to a group h<Hne from an institution? 

Terrible choices, indeed. The hard choices are always between relative goods. 
But these are the choices that you all now make^-consciously or de facto- 
every time you allocate more funds or trained manpower to one program rather 
than to another. 

After these four steps have been taken, it is pcsssble to measure the movement or 
maintenance of all the clients in the target group and to calculate the total value of 
these movements (or lack of movement). The numerical expression obtained 
represents the program benefit . 

Actual measured movement constitutes program accomplishment or output . 
Actual weighted movement is program benefit or index of effectiveness . 

The fifth step is to relate costs to the benefit figures. The whole point is to 
determine the amount and patterns of expenditures associated with - arious levels 
of effectiveness, accordingly, we use a cwt reporting scheme based on the unit-of- 
service concept. Achieved benefit divided by service cost is the benefit-cost ratio. 

Th^ figures obtained through the reporting and analytic procedures proposed 
above are appropriate for determining the efficiency with which retarded persons 
are moved or maintained relative to broad life situation objectives. Used wisely, 
this information provides an objective basis for planning and funding services; it 
permits decision makers to ask the right question Benefit -cost figures are not a 
substitute for judgment, but a guide to systematic inquiry 

Among the issues involving the application of this information are : 

1. Comparing programs: 

2. Comparing target groups and the problem of tow movement populations : 

3. Additional information requirements for individual case management 
purposes. 
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How can we use cosi bwefit data to compare programs? We may anticipate that 
some prc^rams will have ratios. It would be dangerous to assume immediately 
that the low figures r^resent poor quality or mismanaged programs It is 
necessary to find out why some units appear to be operating less efficiently than 
others. 

There are several possible explanations for varying benefit-cost ratios that may 
l>e tested Because it would seem most important to improve the performance of 
low-ranking programs, it would be worthwhile looking at client characteristics. 
For instance, the total client populations of such prc^rams may differ significantly 
m terms of degree or combination of impairment, age range, or both. It is also 
possible that t^erlain program units serve a population containing a significantly 
disproportionate number of clients in specific slates of dependency. Statistical 
analysis of caseload data will confirm or reject any of these hypotheses. 

If significant differences in caseload characteristics are confirmed, several 
consequences are possible: 

Benefit cost ratios for clientii having only these variant characteristics are 
compared throughout all programs. If these ratitM? do not vary widely, it might be 
concluded that the client subgroups in question are indeed more 'difficult * We 
may therefore decide to: 

Increase alltx at ions to units with high proportions of variant clients; 

Invest m research on treatment technology for this subpoputation ; 

Investigate pn^rams in other states; where similar clients seem to be handled 
uith greater success. 

Weight the movement of the client subpopulation so that the more ''difficult" 
cas4»s VounI" more; 

Identify the client subpopulation as a priority target group and review plans 
ami budgets on this basis. 

If henef itH^ost ratios for the subpopulations in question are markedly different in 
different programs, it would be important to determine the services or service 
mixes delivered to these cHents in each program. 

If high ratios are associated with some services or mixes and low ratios with 
others, we may want to approve plans and budget using the apparently \suc- 
cessfuP" services and recommend the establishment and utilization of similar 
services to low yield programs 

- If there appears to be no difference in service type or mix. we may want to ask 
the low yield units if they can account for their performance in terms of significant 
client differences iifll elicited by the client reporting system. If evidence is not 
forthcoming or is not convincing, it may then be time to question the program's 
management, choice of services, or the unit costs. The final sanction is. of course. 
tHidget and plan disapproval and reduction or withholding of allocations. 

How can we use cost-benefit data to avoid the incentive to look good by serving 
only those with potential for maximum movement-the "creaming" phenomenon? 
The single most important issue facing any evaluation system is the need for large 
scale measurements at the staie^egional levels and the fear that such 
measurement^^ will work against serving the more critically disabled. 
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The system I have described could be used in such a way as to result in the 
nonbenign neglect of the more severely handicapped It could also be used to deny 
service to the less severely disabled. There are. however, various mechanisms 
built into the system that make discrimination aj^inst a client group difficult and 
overcome the possible incentives to neglect the "difTicult** cases at the j^ervice 
level. 

First of all. the movement-maintenance matrix depicts total target group out- 
comes. The system can be constructed to e\'aluate ail retarded persons applying 
for service: those not served or served inadequately will constitute part of the 
outcome total. To the extent that any one group is neglected, and to the extent that 
such neglect results in lesc desirable u.e., nonweighted > outcomes, the benefil<rost 
ratio will be diminished. Therefore, if target populations are consistent in i*om- 
position from unit to unit ias they should be), an administrator will not gain a 
comparative advantage by discriminating against any particular group. 

Secondly, the weighting procedure d«»cribed previously identifies all types of 
possible client movement or maintenance relative to the measurement criteria. To 
the extent that preventative and maintenance possibilities are weighted, the 
successful serving of the more severely handicapped is valued and counted in 
determining the total benefit-ct^t ratios. It is up to the decision makers at the 
policy level to use this device. It is their responsibility to communicate the valuing 
of the maintenance and preventative possibilities to provide appropriate in- 
centives for serving low movement clients. 

In the third place, service priorities may be set for program expansion, and units 
can be funded accordingly. T]w priorities for new expenditures can be expressed in 
terms ot target subpopuJations (for instance, severely retarded muUihand- 
icapped) or in terms of situation < those on waiting lists for state schools and 
hospitals) or both. Programs funded for these prioriti«? are evaluated by com- 
paring the benefit cost ratify for the ^ecific priority populations. 

Finally, the states of relative dependence -independence can he broken down into 
finer component "slates** that relate to personal devel(^men! and progress not 
captured by gross movement data. V it appears that despite policy decisions and 
value weighting to the contrary, programs are serving only the less disabled 
perscms. policy makers may implement an evaluation restricted to a comparison 
of the severely disabled categories. 

In summary, it is possible to use the evaluation system to differentiate the 
outcomes of various client subpopulations. A! a time when the demand for the 
service dollar exceeds the supply, it is necessary to make these difficult choices It 
is simply not possible to do everything that should be done for everyone. But these 
choices should be made openly, on the basis of benefit <ost information, and with 
consistent follow up data An evaluation system does not itself compel decisions to 
the detriment of the more severely disabled. 

In summary, the system outlined above is designed Cor the policy maker who 
must monitor large systems, establish goals, and allocate funds among programs 
and target populations It is not u substitute for individi^l client evaluation 
systems which are needed on the case management level. 
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I have no doubt that within the next few years we wUI all be able to tell our 
legislative people and the gaieral public the benefits derived from investing in 
effective programs for the retarded. 

I have no doubt that it will be hard to convince many people that the current 
^'touchy feely methods of planning and decij»on making are not more humane. 
They perpetuate the chaotic struggle for the doUar-wtth agmry pitted against 
agency in agency^iominated systems. We want our systems to respond to the 
needs of our retarded cUents. They are the purpose-the sole purpose of our 
programs-and we must know what is haf^ning to them and what works best for 
tl^fiin snd what it costs to make it work. 
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REAaOS 

Gareth Thome 



OVER REUANCE ON COST DATA IN HUiyiAN 
SERVICE PROGRAMS 

Earlier in the discussion, some(Hie commented on the problems involved in 
quantifying human services to the handicapped. In my opinion, we as 
professionals really shouldn't have to base human programs on the amount of 
money available. Somewhere— someday, the human need must become the 
priority. Hang the cost. There are precedents for this approach in other programs. 
For example, this nation stuck many billions of dollars into space programs: and 
then, when some didn't work, we stuck a lot more money into them to make them 
work. We didn't say that because we had failures that the program should be 
scrapped. Instead, we made damn sure it worked— and hang the cost. Nobody 
really questioned the additional expenditure ^ause it was a commitmCTt to a 
to be done. The same commitment and rationale applied to human needs might 
well produce some wonderful results. 

In our own field, it strikes me as foolish to talk about services to people and the 
costs of providing those services as though they are Inexorably intertwined. I 
understand the retrain ts placed on us by limited fiscal resourcts. However, the 
professional should not have to weigh people and money on the same scale 
any more than development of space programs was really affected by co.st ac- 
counting once the commitment to proceed was made. 

It is easy to haggle over money, but not over morality. Nobody wants to do an 
immoral thing— at l^st not publicly. But many peq>Ie, unfortunately, behave as 
though it is unimportant to do the moral thing. Why should we have to convince the 
legislature to do the right things for handicapped people? Are the needs of the 
handicapped so unimpcH-tant to them or others that we have to convince them? 



THE PURPOSE OF COST ACCOUNTING SYSTEMS 

Data systems and cost accounting must be related to people. I would be very 
unhappy with myself if the data systems and cost accounting methods that we use 
in Connecticut weren't specifically related to examining the program effect, and if 
and how people were better off because we spent X number of dollars. In my ex- 
perience, the budget analyst who is out to save money is tremendously successful 
in preventing services from rearfiing people. His success becomes our failure 
because somehow he has convinced those that need to be convinced that what he is 
doing is more important in its effect than what we are doing. 
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Mr. Gareth Thome L\ head of the Connecticut Office of Mental Retarda- 
tion. Before assuming his present position in 1971, he served as super^ 
intendent of the Rainier State School for Retarded in Buckley, 
Washington. 

B2 



MANAGEMENT BY OBJECTIVE: FROM THE BOTTOM UP 



Let me illustrate my point by drawing an analogy between otir work and 
operating a locomotive. Now, a locomotive engineer knows one thing for certain-- 
thai it nil happens where the wheel meets the rail. If you don't understand the 
relationship between the wheel and the rail, then you are going to get at>soluteIy 
nowhere. It is a tricky busing operating a locomotive. The old steam engine 
engineer was an artist because he t^d to bring the relationship between the Mrbeel 
and the rail into a proper balance of adhesion in order lo move thousands of tons of 
freight. He had to operate the engine in a manner designed to get maximum 
adhesion before the locomotive could move a load many times its own weight. 

I suggest that in the whole area of pn^ram management that we adopt this 
analogy. If our data can show us what is happening at the precise point of service 
delivery, between the programmer and the client, we might make some headway. 
It would help us to understand the ^'adhesion** problems and the artistry necessary 
to make the system work effectively in the client*s behalf. 

I believe that wp've got our c<H)cepts of management sort of screwed up. It 
seems to me that we in management have to release responsibility and ac- 
countability to the pers<Hi who is working consistently with the individual client. 
Traditionally, the person at the point of contact in our field is mc^t often the lowest 
person on our totem pole in terms of wages, training and status. Such people 
probably do not understand cost accounting systems. You start asking questions 
about the numt>er of man hwrs required to perform such and such a function and 
they really get confused, and perhaps not just a little concerned about our motives. 

Our whole system of data processing and cost accounting should t>e one which 
makes visible the extent to which the direct service staffer— for example, the 
"program aide"— has turned the system on to the needs of his client. The person 
dtrertly responsible for delivering services should t>e able to say, 'This is what is 
needed by my client." My job as an administrator should be to create a bank of 
services appropriate to these needs, and the aide become the accountable person 
to see that the>* are delivered. Now that turns our usual management practices 
upside down That makes the aide the boss, and it makes me the facilitator of 
needed programs, which is the way it ought to be if we are going to help people. 



THE CONNECTICUT MANAGEMENT INFORMATION SYSTEM 

In Connecticut , we are experimenting with a new system. It contains three t>asic 
components: H) a lung range plan; c2) a contract for services; and i3) a com- 
puterized data analysis and retrieval system. 

Our long range plan is developed along a program by objective model We 
defined our total state program objectives. We said, if we agree upon a specific 
objective, st^rh as functional training for severely and profoundly retarded 
children, then we must delineate the resources necessary to accomplish these 
tasks. We then sat down and determined for each of the 12 regions of the State how 
many staff it would take to implement each objective and what kinds of additional 
facilities and other physical resources would be needed* and c(^ted these things 
out. 
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The contract for services is probably one of the more interesting features of our 
program . As of the first of February of this year, we admit no retarded individual 
ifito the state mental irtardatton system for eitiwr day or residential services, 
without writing a contract which specifically states what we intend to do for the 
perscm during the ensuing few weeks. In other words, we won't take a person into 
residence in the institution just on an assumption that he needs residenttai service 
for an undetermined period. We take him for specific pa*iods of time which may 
be renewed if necessary. The contract is based on an identification of the in- 
dividuars major problems and the specific elements of those problems which can 
be dealt with by speciHc pn^rams carried on over a desienated time oerfod. We 
designate the staff responsible for carrying out the program, how many hours of 
daily service will be needed, how we are going to evaluate the results of the 
program, and what the projected costs are. We w(H'k closely with the parents to 
decide what they are going to do. In other words, if there are parents available, 
what is their role going to be in reinforcing the services provided and otherwise 
seeing the contract through. Hie parents sign the ccmtract, and we sign it as well. A 
copy is sent to my office, and we put it on the computer so we have the capability to 
constantly follow up on the status of each service contract This is the heart of our 
new system. 

One idea that we are now exploring is ways of contracting for services within the 
system. In other words, permitting the program aide to n^<Hiate with the system 
on behalf of his client. Under such a procedure* the aide would actually contract 
with the system for a particular service. 

If we can put this approach into operation, it should have a very fundamental 
effect on the role of the staff within our system. For the first time the worker with 
the most intimate knowledge and day-to-day contact with the client *s problem now 
becomes identified as the case manager with the authority to assess the system in 
order to assure that his client gets the services required . 

PROJECT P.L.A.C.E. (PROGRAM LISTING 
AND CLIENT EVALUATION) 

Project P.L.A.C.E. is simply the computerization of our entire system. We have 
on the computer a detailed descriptiwi of every program in the State which in- 
cludes not only state-f^rated fadliti^, but all private community-based 
programs whether they are proprietary or ntMi-profit. We have a good description 
of the kinds of people each program can serve, should serve, etc. In this way we 
can match the client with programs in the State throughout our twelve regions. 
Each regional (^ter, through its terminal, enters on the computer all information 
on its clients, its services, and all of the service providers within its region. Each 
center is able to ask the com^Hiter, through its terminal, for information con* 
ceming available service programs throughout the State. Each regional terminal 
provides information on a particular client, on a selected group of clients, or on a 
program. Through any terminal, the computer will match a client to an ap- 
propriate program, give its location in terms of time from his home* the 
availability of funds, and so on. 

The cost of the computerization is not exorbitant. For example, we plan to put 
information concerning the entire mental retardation program in the State of 
Connecticut on the computer with about 15.000 clients, about l^ pn^rams, and 
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an undetermined number of people in a talent bank for less than $«),000 a year. So 
you can see that sophisticated data systems can be qmie economical on a time- 
sharing plan. 

One other thing that we are planning to do is develop a talent bank. Ordinarily 
the talent banks talk about consist of highly trained professionals with specific 
areas of expertise. In Connecticut, we are not interested in computerizing such 
information because we already have that information available. What we are 
thinking about is a talent bank which will help us to identify and muster the special 
lalenls that the approximately 3.200 employees in mir system have that we are not 
aware of. In other words, the typical non-professimal employee who works day-by- 
day with the residents may have very special talents unknown and unused in his 
daily work. He may go home and as a hobby build TV sets or make furniture in the 
basement or write music or paint portraits, etc. If we could get such people to 
volunteer to put on the computer information concerning their special talents, then 
the computer t>ecomes a brain bank to draw upon. For example, if we want to build 
a t>etler wheel chair, we could get names of all the people who know something 
about mechanics or design, bring such people together and say. "Here's our 
problem." We feel this might be a good means of utilizing some of the unique talent 
latent within the State's mental retardation system. It would also help with the 
general employee morale because employees will be given the opportunity to 
participate in and contribute new and unique ideas. 
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REAaOR 



Rffhiri W Haves 

1 found all the pi^senlations this afternt>on most intert^ting Ihnvfver, one 
aspcx't of the problem wh»ch 1 thought was not dealt with in sufficient depth is the 
difference in information needs of decision makers at vari^ujs levels. Obviously, 
for someone w ho operates at the stale level, sueh as niysell. there has to be a great 
deal of generalizing done with information and data This is particularly true in a 
large, populous .state such as New York. Otherw ise, the data is tw voluminous and 
very hard for vou to use. 

In New York, in my opinion, we have a poor information system. !t is so 
primitive and so outdated that it drives me up the wall. 

1 w as fortunate to work at Pacific State Hospital in California for a nunif)er of 
years when wc t)ecame mlert*sted in gathering and analy ?.ing client data - both of a 
cost nature and of an assessment or head counting nature. 1 became accustomed to 
having a fair amount of information that was useful to a matiager . 

One of the things that I noted as the Pacific system was developed was that there 
were few people in the institution who were interested in th<' final product - despite 
the fact that we controlled it and could do w ith it w hat we wanted. 

1 found it very hard to get many of our case managers, internu^diate supers isors 
or middle management people who were responsible for specific programs in- 
terested in the kind of information that we could generate and distribute, Most of 
the lime we sent it out and got back very f^*w' comments. Staff reactions are an 
important means of locating procedural or Interpretive errors as well as deter- 
mining the typc'^ of information and data which are of greatest value to the staff. 

We also received little staff feedback when we instituted a cost accounting 
system at Pacific State Hc»pital. Yet. personally, I found the system had certain 
values even though it didn't answer all Ihe questions Frankly, it raised more 
questions than it answered 

The system never would have operated very well if pet^le didn't analyze it from 
their own experiential point of view and begin asking questions as to why certain 
figures came out the way they did. When you did that, sometimes you found out 
that the figures w ere skewed due to an error in computer programming or a failure 
of the staff to report accurately. So there were complications which affected the 
reliability of the system. 

During the earlier discussion. 1 thought of a local illustration of the need tor 
more sophisticated information systems. My next door neighbor is the superin- 
tendent of a local school district. In the State of New \i^k the voters must approve 

Mr. Robert W. Uayex is the Deputy C f^mmissufftcr for Afcntai Rvfarda- 
thm and Chtfdren's Scrynes in t)u AVu' yf>rk State Department of 
Menial fivgiene. Pritfr to ftnnmK the DefHtrtment staff m t^h<^^ Mr, 
Hayes wax admitusirator of raeiUv State litnpital in h^mona. Calijornia. 
Sinee /^6J. he has served as a sprt raf nynsultant tiy the National Insti- 
tute Iff Mental fleaith. 
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the local school budget every year. I know my neighbor lives in fear ot having bis 
budget turned down by the voters. 

Most of us can read a budget with some understanding. We have had a certain 
aminait of experience so that we can look at it fairly quickly and determine what it 
tells us and what it does not tell us. The average person who doesn't deal with 
budgets, however, has great difficulty. 1 suspect that one of the reasons that there 
IS a taxpayers' revolt at the local level is that many voters don't understand the 
fiscal and programmatic ramifications of the decisions they are asked to make. 
The fact thai it is difficult to explain gives voters a rationale for voting down the 
school budget, for example. The question is not whether or not the kids are going to 
get the education they deserve or whether this program is more or less important 
to voters than another wie. it is rather one of lowering, holding, or raising costs. Ar% 
a result, budgets and bond issues are turned down and school administrators are 
left to figure out why they were voted down. Did the voters decline to approve the 
issue because they wanted the tax rate lowered or did they vote it down because 
they had a specific criticism of some feature of the school budget? 

Vosi data can be abused imless great care is exercised. For example, we get 
legislators and their constituents who look at the budget for a children's hospital 
for the emotionally disturbed that s putting most of its efforts into day programs. 
Unfortunately, the only thing that is recorded in the budget is that the facility has 
thirty people occupying beds on any given day. They take the total cost and divide 
that by thirty and come up with the disturbing fact that $25,000 per year is being 
spent for emotionally disturbed children in a certain area of the City of New York. 
Often, no amount of explanation and persuasion will change their opinion as to the 
true circumstances. 

I am just pointing out that, although as a decision maker and as a manager 1 
want better information on which to base decisions. I think we have to be cognizant 
nf the fact that there are very real shortcomings built into most information 
systems They won t respond to the needs of everyone. We have to find other ways 
of accomplishing thir objective because I don't think oiu* information syst'^ms will 
answer the kinds of challenges that we sometimes receive. 

One final comment that I would like to make is about cost-benefit ratios. When I 
wiis back m school In l%7'69 at UCLA. I became very interested in this area. 1 
wrote a few term papers about mental retardation and what cost benefit ratios 
could do for us However, I soon realized that we will still be faced with some of the 
same problems in trying to keep apples and orange separate. 

If you try to conduct any kind of a research project, one of the things that is the 
most difficult to do is to identify matching groups. You start getting into problems 
the minute you begin trying to say that this group match^ that group. When you 
are talking about human beings the selection of matching groups is a very, very 
complex matter. Even if you are using an extremely sophisticated set of 
characteristics to identify target groups, there are always dangers For example, 
after you have used your criteria for a while and have become wedded to the ap- 
proach, you may notice some difference in the ratios WT)en you ask questions as to 
w hy there is this differwce. you may discover that one of the causative factors is a 
consideration or characteristic that you didn't even think was operating. 
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My purpose here is to insert ;i word of caution that, although we should try to 
utilize, develop and take advantage of every tool that com^ along, we have to t>e 
quite cognizant of the limitations built into taformatton systems and analyze these 
shortcomings. 

I always remember the remark in Gwrge Homan s book on Human Groups. He 
said. *'we have a tendency to quantify that which is easi^t to quantify rather than 
quantifying the important. ' ' We continue to struggle to find ways of quantifying the 
important. 
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ANX WOLF^> ^.D.-^Are we making a mistake in emphasizing the use irf cost 
benefit and c<^t effectiveness techniqws for the retarded? Other agencies will be 
planning in the same way, and I wonder if the gains that their pe<^)e make may not 
be more dramatic than the gains that our people make. What Tm suggesting is, 
could we possibly be slitting our own throats. Could this backfire in our fac^? 

TOM FRASIER— I think the (^pc^te will occur. Top quality cost analysis 
studies will tend to highlight the beneHts of structured developmental prognims. 
Our services are directed toward ^>ecific kinds of individual needs. A good 
management infca^mation system will help agency administrators to identify those 
needs and specify resources more accurately and more Objectively . 

ARTI^l!!^ BpL^^1>y— If the system do^'t have humanistic goals, it is not an 
appropriate system. A good cost-benefit system is a way of translating those 
humanistic goals into something that is measurable so that you can know whether 
you are acliieving your goals and what you need in order to accomplish :*our ob* 
jeclives The starting point for a cost-benefit system is not the question of nuv, 
miKh money can we cut. 

As soon as you use the word cost, everybody gets very nervous and there is an 
asj^umption that somehow or another this is going to be a budget cutting weapon. 
Another way of looking at it is tl^t money is a way that we buy certain services so 
that we can accomplish desired objectives— humanistic objectives that we have 
i^stablished for the people that we are ccuicerned about. 

Okay, how much money do we need to accornplisn those objectives? How will we 
be able to go to those who providethe money and show then lhat the humanistic 
fAjectives are being accomplished by this program or why we may need additional 
money to accomplish for 10,000 {K^ople what we demonstrated we were able to 
accomplish for 100 people. Don*t let the language of cost analysis scare you off. 
Certainly, one could design a cost-benefit system with some pretty awful values 
attached to it; it is a question again of who is doing the designing and what ob- 
jectives you are going to build into that system. 

UiASlEU— Mr. Thome's remarks about permitting the lowest possible staff 
level person to make the management decisions which can made at that level 
are very much to the point. 

GARKTH TIIOKXE^ I also think it will make it more realistic for the legislator 
who will have to make decisions about appropriating public funds. 

niARf.KS AC L FF^Gareth, did you mean it when you said ' hang the cost" of 
the program? 

THOt^>;^ rm saying that as a programmer and as an administrator I really 
can *t he concerned about money and I don't think I should be. 

iiSJJJ: — You must not deal with the same type of legislator as I do, 

THORNK — 1 understand the reality of dealing in the real world. Tve been in- 
teracting with legislators in a number of states for many years, as you know. I 
haven i been successful in getting them to believe what I believe, but the point is 
they haven't changed my t?eliefs either. In other words, I will continue to approach 
the legislature with the message that I am really not concerned about the money as 
much as I am about the program . If it cc^ls $100 million dollars, he ought to know 
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it Thi»n, hf can \vurr> about where the money will come from and how lh:s request 
stacks up in the Drder nt priority v.ith the many other budget requests he has 
before him. I shouldn't worry about such matters because if I start thinking about 
it and considering w hat the legislature is likely to think about it. then I'm goinR to 
pare it down and not tell him what it is really going to cost Vm gomg to lell him 
something I think he wants to hear and wiiat I think he will fund. 

And so I say hang the cost tH»cause we've hung the cost on wars, the cost on high- 
way s. and all kinds ol national programs. In the past 1 think Mial we have com- 
promised ourselves : we have c<^pt-d out a little bit. 

BOtTt>N — ()ne of the problems w tth that iipproach is that we have U»en playing 
that game Utr a good 25 ytfars or so and n»cently we have In^'n losing. When the 
executive branch and the Tongress determined that they would put a ceiling on 
social services funds, one of the iuonI comf^lling 45rgumenls that they were able to 
use was that we have iHX?n sold a bill of goods. \Ve don't know what wc arc getting 
for this money It's just u raid on the federal treasury by a hit ul well meaning 
soi'ial v^orkers. 

Indeed, in when the S^H ial Sivurity Amendments establishiHl the 73 25 
matching ratio tor s<H:ial st»r\K'es. the sm^al work proicssion weni l^efore the 
t'ongress and said in effect : ••L<h>k. il you want to cut wcliare. you give us money 
to do good things with p<*opie: we will provide them with servtecs we ll help them 
tu reestablish iht»ir livi's and fbey won't Ih» 4>n welfare *' The i'ongress said in 
eilect *M)kay. we'll take that gamble." And ten years later that group of well 
n»\*ning professionals was unable to demonstrate any accomplishments despite 
the fart tJuit several billion <loilars had hii»n expt»ndi*d during fhe course of the ten 

When we talk alnuU the need tor i(jst data, all we are saying is that it serves a 
nuinlM'r purp4»M»s. onlv one of whu h is U) dewribe to the public w htit i! gnj loi Jts 
tnveslment m terms ot changes tn people's lives. The information is als<» usefu) 
internally In state w here you've got to make decisions al>ouf whetht^r vou arc 
going to put money here t*i then- and you don't have the luxury m mi>st states of 
an unlimite<l reserve you've got to make some tough choices al)out whether it's 
going to go here or there. H\ and large, those choices have bei»n made in most 
states on the basis ol just plain mA and out political pressure Who ean am,iss the 
greatest und most vociferous push for the dollar. If you\ e go4 an agency ith ^in^ 
public relations and a few influential friends it tends to procure a larger chunk ot 
dollars than some struggling HttJe agency off in the corner . 

It would be verv u.seful to have better intormation for parcehng out tfit inone> so 
that wt» would have some greater degree of assurance that the humamsfic <^b- 
jectives of the prc^ram were bemg accomplished That's all that wc are really 
saying with all of this elaborate eeonomic language. The data is important m 
defending the program: it's important in selling it: it has important educanonal 
value and also enables you to make J>etter policy decisions: and, Itnallv. ft helps 
people who work m the field to begin concentrating on those kinds of improvements 
for the clients served which will produce the t^reatest change in their lives. 

How do you make !hose <'hrfcirf»w'> vVel! >ou ought to make ^hein at ieast con 
sciously. Right now we m^ke them anyway. For example, we may Happen lo have 
someone in the prt^ram uho is a darn gfxni speech therapist and pretty soon, 
before you know it. a toi of our money is shifted in the direction of speech therapy. 
W«>I1. maybt» it s important for the group of kids w e are serving in the program On 
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ihe other hand, if we are dealing with a group of pre school youngsters that are not 
potty trained, that fact may be one of the greatest terriers to their entry into the 
IHibHc schools* So they develop pretty well as far as their speech is concerned but 
none of them can go to the bathroom by themselves and. coi^equentJy, they don't 
get into the public school system. 

Without carefully thinking through where you want to get. inadvertently you end 
updoing things by tradition and when you take a look at your program a few years 
later, you begin to wonder why did we inv^t so much in that particular activity as 
opposed to ^ome others. 

THORN Historically, in this country, if there's any goal the country wants to 
reach, and it makes up its mind to do it, it*s done. But only if it makes up its mind to 
do iC, Nobody thinks much about the money expended on accoropli^tng the goal. 

I don't think our goals are going to be accomplished any faster because we get all 
kinds of accounting people in the picture and show how well we are using the 
money we've got now. 

FRASIER— I really take severe exception to the last remark because I believe, 
as Mr Bolton does, that when we came up against the argument in limiting federal 
social service expenditures to $2.5 bUlion that, had there been real demonstrable 
programs with concrete data cm human progress, we would have been on much 
stronger ground. We may not be able to measure human dignity, but we can get 
some answers about where Johnny Jones was in June and where be was at 
Christmas time in terms of his communication skills. If we are able to say that at a 
cost of S510 dollars (hat we can increase Johnny's motor skills from level A to level 
B. I believe that we will have a much stronger argument than all the impassioned 
and legitimate cries about Ihe human suffering that is gmng to occur when monies 
are cut off. 

yAm KLO R\STKIN. PH.D.— Hiere jmi I anyone who doeirt t want more data 
and doesn't want his money spent in the way that gives him the greatest effect in 
meeting his goals in the cheapest way possible. However, the reality is that such a 
system, in its full blown state, calls for certain structural prerequisites. Vou have 
to have a defined decision making process; it has tc rank choices or alternatives in 
some sort of hierarchical order; tl^ whole systeTi n^ ust be uniform so that, if one 
sub part of the system doesn't work in a particular manner, then all the rest don't 
either. 

The honest fact is that most of our systems don't fit thi>- model because the im- 
portant variables are not controllable by people in positions hj^e ours. There are all 
sorts of examples. 

Take our system. Anybody is a fool who believes in going to the central budget 
agency and taking tlwm at their word because : H) they are usually understaffed ; 
? 2i the budget piwess is a mess; and (3> the I^islature has no staff and they come 
together for 90 days and in the last two hours of the last day the budget is hastily 
approved. 

There are a lot of people in budget agencies who believe in the Holy Grail ; they 
want to make rational budgetary allocations aj;.^. if you hit them right, and say: 
•*Look, we have two alternatives. You can add 250 beds to this facility or you can 
give me some money for a community program and III set up the same number of 
beds in a series of small group homes/' They are so thrilled with having a choice 
like tliat — it s so rare— that they might buy it and you may have them on your side 
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When you consider institutions. >i)u have to accept the fact that in most slates 
union im*mbcrship is no\% mandatory. Employment rules atv tightly controlled, 
there is no operating flexibility and fiexibility is necessary to make a decision. So 
you are forced to operate in a way that capitalizes on the inflexibility i>f systems 
For example, you kno^ that no matter what the legislature or central budgeting 
agemry wamts to do. they cannot reduce the ;*ost of institutions. Not because Ihey 
can't justify it. but because every time they try to do it the union raises hell and 
local legislators start screaming about the detrimental impact on the economy of 
the area. 

In summary, Tm saying Vm for it Someday it might happen, but anybody who 
operates as a pragmatic energizer of the system, a manipulator tietween com- 
peting forces, must seek out tl^ pivotal ;x)int and :>ort of push it; that s about all 
ynu can do 

SEN. ERNEI^T DpAN— I think whether you call it cost accounting or whatever 
you call it, modem legislators are looking to get their mcmey's worth out of public 
expenditures. I think the average legislator feels frustrated about how to measure 
tlk^ effectiver^ss of programs betf% supported with public dollars. 
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